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To: Mr. Rob Karlinsey, City Manager
Ms. Joanne Gregory, Finance and Administration Director
City of Kenmore, Washington

From: Steve Toler, Partner
Jim Steele, Special Advisor

Claire Coleman, Management Analyst

Subject: Fiscal Sustainability Plan — Budget Strategies Analyses and Scenario
Packages for Consideration

Date: August 5, 2020

Executive Summary

Management Partners has been working with the City of Kenmore during the past several
months to identify potential budget strategies that would form the basis of a fiscal sustainability
plan to address the anticipated structural deficit in the City’s General Fund. This report
provides our analysis of the fiscal gap that the City needs to resolve to ensure that reserves stay
at or near the reserve goal of 20% of annual operating expenditures and the variety of strategies
that may be employed to address that fiscal gap and provide long-term solvency to the City.

Incorporating the impacts of the COVID-19 pandemic recession, the City faces a long-term fiscal
gap that grows to $1.8 million per year and will deplete reserves to nearly zero by FY 2025 if not
addressed. The gap will continue to grow in future years because the anticipated growth in the
City’s largest tax revenue source — the property tax levy — will only grow at about 1% long-term
without voter approval to increase the levy greater than 1% annually. Meanwhile, expenditures
related to personnel and the contract with the King County Sheriff’s Office for public safety
services is expected to grow at 4% per year. This structural imbalance may only be cured by
identifying diversified revenue streams that will grow at the pace of inflation with
expenditures. In addition, the City’s General Fund revenue per capita is one of the lowest of its
comparable cities, and yet the City is still striving to provide services on par with those other
cities.

In addition, the City has the potential need to use additional General Fund resources to support
the City’s long-term streets infrastructure needs. A recent pavement management study
indicated the need to add an additional $1 million in capital and maintenance costs per year in
order to maintain roads at their existing pavement condition index level. This additional drain
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on the General Fund has not been incorporated into the forecasts given the magnitude of these
costs on an already burdened General Fund operation.

Recommendation
We analyzed three budget scenarios that package corrective action that the City can take using a
range of revenue enhancements and cost reduction strategies. The three scenarios include:

1. Reliance solely on revenue enhancements (Scenario 1),
2. Balance of revenue enhancements and expenditure reductions (Scenario 2), and
3. Reliance primarily on expenditure reductions (Scenario 3).

Given the structural imbalance in the growth of revenue and expenditure sources, we believe
the City needs to diversify its revenue sources to provide revenues that have the capacity to
grow with inflation. Accordingly, we believe that the City needs to focus its efforts on the
strategies identified in Scenarios 1 and 2 that introduce increases in existing revenue sources
(e.g., exercising banked property tax levy capacity, increase utility tax rates) and seek new
revenue sources (e.g., admissions tax on recreation and entertainment venues). This will allow
the City’s General Fund revenue per capita to approach the average of other comparable cities.

COVID-19 Pandemic Impacts on Our Analysis

During our work, the COVID-19 pandemic struck the nation, Washington state, and the region.
This pandemic brought unprecedented shutdowns of business and government services,
requiring people to shelter-in-place to avoid a spread of the virus. From mid-March to mid-
May, King County came to a halt — business activity slowed down for all but the most essential
services.

In response to the pandemic, the City needed to take swift action to address the operational
impacts to the pandemic. The City implemented one-time expenditure reductions totaling
$669,000 in the General Fund, plus an additional $430,000 in streets maintenance expenditures
in the Streets Fund that will reduce General Fund transfers for FY 2020. These reductions are
summarized in Attachment A to this report.

Local agencies throughout the country are reeling from the pandemic impacts on the local,
regional and national economies. The robust economic growth experienced in the past few
years came to a grinding halt. Business travel all but stopped. Restaurants and many local
businesses were forced to close, and several have been forced out of business. The fiscal impacts
on the most elastic City revenue sources such as sales tax and development services fees were
impacted. Fortunately, just over two-thirds of the City’s General Fund revenue sources are
considered inelastic, or stable, revenue sources that are not impacted as significantly by
economic recessions. Nonetheless, the fiscal impacts will have a lasting effect given the high
unemployment levels and how the pandemic has affected on the local business community.

As a result, the City’s forecast has been updated using a COVID-19 pandemic recession forecast

tool we have developed to demonstrate the General Fund forecast:
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1. Prior to the pandemic recession, and
2. Impacts as a result of the pandemic recession.

Organization of this Memorandum
This memo consists of the following sections and attachments:

e Baseline and Recession Forecasts. This section summarizes the City’s baseline pre-
recession forecast as it entered FY 2020 and the impacts related to the COVID-19
pandemic recession that provides an updated recession forecast used for planning
purposes.

¢ Comparative Research on Revenues and Expenditures. This section highlights the
results of our comparative research of significant General Fund revenues and
expenditures for Kenmore compared with 10 other agencies.

e Determining Feasibility. This section discusses the factors used in determining the
feasibility of each strategy.

e Strategies Considered. This section identifies the feasibility tiers to which each strategy
was evaluated and assigned.

e Budget Strategy Scenarios. This section discusses three different scenarios that take
varied approaches to solve the fiscal gap:

o Budget Scenario 1: Strong Revenue Strategies, Minor Expenditure Reductions;

o Budget Scenario 2: Balanced Approach—Moderate Revenue Enhancement
Strategies, Moderate Service Delivery Changes, Moderate Service Level
Reductions, and Minor Expenditure Controls; and

o Budget Scenario 3: Strong Operating Expenditure and Service Level Reductions,
Moderate Revenue Enhancement Strategies.

e Attachment A — Budget Adjustments Implemented by the City in Response to the
COVID-19 Pandemic. This attachment provides a summary of the strategies
implemented by the City in response to the pandemic as a one-time adjustment pending
the outcome of the fiscal sustainability project.

e Attachment B — Detailed Strategies. This attachment provides an analysis of each of the
budget strategies and is organized by four strategy types:

o Expenditure Controls/Cost Shifts. Maintaining service levels through reductions
in expenditures or shifting the cost burden away from the General Fund.

o Service Delivery Changes. Maintaining service levels by changing the way that
services are delivered, either through contracting for services or insourcing
services from other agencies.

o Revenue Enhancements. Maintaining service levels by increasing the resources
available to pay for those services through new or increased revenues.

o Service Level Reductions. If the above strategy types do not yield sufficient
fiscal savings to the General Fund, the City would need to explore service level
reduction strategies in order to achieve fiscal sustainability.



Budget Strategies Analyses and Recommendations Page 4

Baseline (Pre-Recession) and Recession Forecasts

Our analysis included a review of the City’s existing forecast entering FY 2020 (“baseline pre-
recession forecast”) and a revised forecast based on the recessionary impacts stemming from the
COVID-19 pandemic (“recession forecast”).

Baseline Pre-Recession Forecast

The original six-year forecast for FY 2020 through FY 2026 was developed by City staff.
Management Partners analyzed the forecast, which showed that revenues were expected to
outpace expenditures beginning in FY 2022 and would likely continue beyond that time. Due to
this structural deficit, reserves would fall below the target reserve policy of 20% by FY 2024 if
no corrective action was taken.

The City’s long-term structural gap is due simply to an imbalance in the growth estimates
between revenues and expenditures. This is because property taxes, which comprise nearly 40%
of General Fund revenues, may only be increased by 1% unless banked capacity is exercised or
a ballot measure is presented to voters to increase the levy beyond the 1% limit. Utility taxes are
expected to only grow by 2% per year given the trend towards “cord cutting” which reduces
expected growth in future utility taxes on telecommunications and video services. Meanwhile,
expenditures are expected to grow by a reasonable inflationary factor of 3% to 4% per year. As a
result, the City needed to develop a long-term fiscal sustainability plan to address the growing
fiscal gap in future years.

The baseline pre-recession forecast assumed that revenue growth would be moderate and
anticipated a mild recession for FY 2021, not the deep recession that the City, the region and the
nation finds itself in as a result of the COVID-19 pandemic which will be discussed later. Other
key assumptions included in the baseline pre-recession forecast are presented in Table 1.

Table 1. Key Assumptions Used in Baseline Pre-Recession Forecast for FY 2020 to FY 2026

General Assumptions Reserves

e Recession —Slight recessionary impact in sales tax e Minimum reserves — General Fund reserve policy of
and development fee revenues in 2020 and 2021 25% of projected development services revenues plus
e Service levels — Maintain existing service levels 20% of all other General Fund revenues sources
included as minimum reserve target

e Capital project reserve funding — No significant
assumptions related to unfunded capital projects (e.g.,
Streets Fund projects) to be funded from General Fund

>
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Development activity — Based on
known/reasonably anticipated projects in progress
for 2019 and 2020; future years based on modest
growth of 1% per year

Property taxes — New construction-related growth
and Council annual approval of 1% statutory
allowable increase, except for 2020 where banked
capacity of ~3.5% of revenue growth would be
used

Sales taxes — Growth based on slight recession in
FY 2020 and 2021, and 2% growth thereafter
Utility tax — Growth of 2% for gas and electric, and
1% for telephony services

Transportation benefit district — funding assumed
to be eliminated due to voter approval of Initiative
1-976

Other — modest growth of 2% to 3% of other
revenue sources
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Salary and benefits — Projections for 2020 based on
salaries and benefits for each employee

Salary increases - Placeholder of 4% growth in salaries
in future years for cost-of-living adjustments and
potential merit increases

Benefits increases — Costs anticipated to increase by 6%
per year (e.g., medical, pension) in future years

Non-personnel operating costs - growth based on
inflationary impacts of 3% per year

Streets funding — Existing annual transfer into the
Streets Fund of approximately $600,000, increasing by
3% per year

Street light maintenance — Placeholder of $150,000 per
year starting in FY 2021 and increasing by 3% per year

Log Boom and Squires Landing Waterfront Parks —
increased maintenance and operations costs starting in
FY 2023 of $275,000 that grows by 3% per year

Public Works facility — Debt service (net of lease
revenue) of $240,000 per year starting in FY 2021

Equipment replacement — Placeholder of a flat
$100,000 per year in facilities, fixtures and systems
reserves/replacement, plus $90,000 for fleet and other
equipment replacement that grows by 3% per year

Figure 1 shows the impacts of the baseline pre-recession forecast. The General Fund is expected
to experience a fiscal gap starting in FY 2022 that grows to $1.8 million by FY 2027 and would
continue to grow. Without corrective action, reserves would be drawn down to just above zero

by FY 2026 and would fall below zero in FY 2027.

Figure 1. Projected General Fund Surplus/Shortfall and Reserves — Baseline Pre-Recession Forecast
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Recession Forecast

The region, the nation and the world have needed to respond to the impacts of the COVID-19
coronavirus pandemic. Shelter-in-place or “stay home” orders were issued in Washington state
and King County in March 2020 as a means of combatting the spread of the pandemic and to
save lives. This has had a dramatic impact on people’s lives, commerce, and local governments
throughout the region. Many businesses were shut down temporarily during the stay home
orders, and several businesses closed for good. Federal aid in the form of the CARES Act,
enacted by Congress and signed into law in April, provided some relief to individuals,
businesses and local agencies.

The previously anticipated mild recession has manifested into a deep recession that is much
more severe than the pre-COVID-19 forecast ever anticipated. We anticipate a prolonged
recession that will form what economists call an “L-shaped” recovery where revenues will be
impacted over the next three- to four-years. The significant impacts on unemployment and the
fact that the virus is beginning to see a resurgence in only this first wave of the pandemic makes
for a long recession that will have significant impacts on elastic (or economically volatile)
revenue sources. Until which time that a vaccine is in place that provides immunity, which the
Center for Disease Control and other epidemiology experts are indicating may take 12 to 18
months to develop and deploy to the general population, we are likely to see resurgence of the
virus that will require further stay home orders to protect lives. In short, this will likely not be a
“V-shaped” recovery that impacts only 2020.

From a revenue elasticity perspective, the City’s General Fund revenue sources are well
diversified. The largest revenue source — property taxes — currently comprises about 43% of
total General Fund revenues and, other than possible delays in collections, is not likely to vary
much. Sales tax revenues, however, are quite volatile and are expected to fall by 25% in 2020
alone. A prolonged recession can reduce these revenues even further.

Management Partners has prepared a COVID-19 pandemic recession forecast model for the
City’s use. The impacts demonstrated in this revised forecast (or “recession forecast”) indicate a
$3.4 million loss in General Fund revenues from the start of the recession through FY 2024 as
shown in Figure 2.
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Figure 2. Anticipated Revenues Losses from COVID-19 Pandemic Recession
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Incorporating the City’s one-time expenditure reduction in FY 2020 totaling $1.1 million (see
Attachment A), has helped to protect General Fund reserves for the time being. Yet the long-
range forecast now shows that General Fund reserves will be drawn down much earlier that
was previously anticipated. Figure 3 below demonstrates reserve levels anticipated in the
baseline and recessionary forecast and indicates that General Fund reserves will fall below the

20% reserve goal by the end of FY 2021, and without corrective action would be drawn below
zero in FY 2024.

Figure 3. Projected General Fund Reserves — Pre- and Post-COVID-19 Pandemic Recession
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These recessionary impacts have informed the budget strategies analysis presented in this
report.

Budget Strategies Analysis

Given the magnitude and timing of the budget deficit forecast, Management Partners
conducted an independent analysis of the City’s revenues and costs of service delivery relative
to the General Fund to develop options, or strategies, for addressing the challenge. The
strategies are provided in Attachment B. They were developed along a continuum that
included:

e Expenditure control/cost shifts,

e Service delivery changes designed to reduce expenditures,
¢ Revenue enhancement opportunities, and

e Service level reductions.

Arraying ideas along such a continuum reflects the priority any organization would have for
preserving service delivery to the maximum extent possible consistent with maintaining
solvency.

The strategies were developed based on a combination of factors, including Management
Partners’ experience about approaches other cities and counties throughout Washington state
and in other parts of the country are taking as they consider options to address structural
deficits. We also identified ideas based on the City’s unique opportunities and organizational
climate. Several dozen potential strategies were developed in the categories described above.

An important element in developing an appropriate package of strategies for the City is the size
and timing of the forecast deficit. Given the timing and size of the fiscal gap as well as revenue
loss due to COVID-19, City leaders need to implement significant revenue and expenditure
adjustments relatively quickly. Even with such actions, there is a possibility that the City may
need to implement significant service level reductions. This should be avoided if possible, as
such an approach might require positions to be left vacant, or layoffs to be enacted to preserve
solvency. In addition, such actions are always disruptive to an organization and often affect
operations for a long time.

The City’s reliance on contracted services for police and a relatively small employee base will
make it extremely challenging to implement $1.8 million (or 11.8% by FY 2024) in cost
reductions necessary to close the fiscal gap. Doing so will most certainly impair existing service
levels. The City will be in a reactive mode for many of its service delivery functions and would
be ill-prepared to deal with significant unforeseen events.

City leaders must take action in the very near term to implement planned and considered

deficit reduction strategies. Given the nature of the growing fiscal deficit, and the organizational
structure and service delivery mechanisms, without revenue enhancements the City will be
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hard pressed to resolve its structural imbalance in future years. Because revenue strategies often
require voter approval, timing is a critical issue.

Comparative Research on Revenues and Expenditures

In order to understand the relative potential of revenue-generating strategies compared with
cost reduction strategies, Management Partners compared General Fund revenues and
expenditures for Kenmore and other peer cities in King and Snohomish Counties. Peer agencies
were selected from incorporated cities in Washington that fall within a 30% range above and
below Kenmore in terms of both population and median household income. Data for each
criterion were taken from the 2014-2018 American Community Survey Five-Year Estimates and
statistics published by the Washington Office of Financial Management. We also added a
variety of cities that Kenmore considers peers, primarily due to geographic proximity. Table 2
presents the peers selected for this comparison.

Table 2. Comparable Agencies Selected for Peer Research

Median Household

City County Population® Income? Within 25% Range
Bothell King/Snohomish 46,750 $94,986 | No; Population is larger
Kenmore King 23,320 $105,007 | -

Kirkland King 88,940 $109,715 | No; Population is larger
Lake Forest Park | King 13,250 $111,234 | No; Population is smaller
Mercer Island King 24,470 $142,413 | No; Income is higher
Mill Creek Snohomish 20,590 $101,239 | Yes

m(:rarlt(!ake Snohomish 21,590 $72,765 | No; Income is lower
SeaTac King 29,180 $58,995 | No; Income is lower
Shoreline King 56,370 $80,489 | No; Population is larger
Woodinville King 12,410 $100,306 | No; Population is smaller

1Source: Washington Office of Financial Management Population Projections 2019;
2Source: American Community Survey 2014-2018 Five-Year Estimated Median Household Income Projections

Based on the criteria detailed above, only Mill Creek qualifies as a peer to Kenmore. Many of
the selected peers (Bothell, Kirkland, Lake Forest Park, Shoreline, and Woodinville) are within
the +/-30% range in median household income but have populations that are either too small or
too large. The remaining cities have similar populations to Kenmore but median household
incomes that are either higher (Mercer Island) or lower (Mountlake Terrace, SeaTac).

Table 3 contains an overview of the governing structures of each peer, how they provide fire
and police services, and their 2020 combined sales tax rate. Bothell has two sales tax rates
because the city is located within two counties. Woodinville also has two different sales tax
rates within the city due to the Regional Transit Authority (RTA) tax that encompasses only
part of the city. Of the selected peers, four including Kenmore provide fire services through a

>
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district. An additional three peers contract with districts for fire services, while three others
maintain in-house fire departments. Four of the ten peer cities, including Kenmore, contract

with the King County Sheriff for police services. The remaining six cities provide police services

in-house.

Table 3. Peer Agency Overview

Form of Combined Sales
City Government! Fire? Police? Tax Rate?
. . . 10.0% King/
Bothell Council-Manager | City City 10.4% Snohomish
. District - Northshore Fire King County o
Kenmore Cotneiiionas District (#16) Sheriff (Contract) L)
Kirkland Council-Manager | City City 10.1%
District - Northshore Fire
Lake F Park | M -C il Cit 10.09
ake Forest Par ayor-Counci District (#16) ity 0.0%
Mercer Island Council-Manager | City City 10.0%
Contract - homish C t
Mill Creek Council-Manager .On rz.ac . Snohomish County City 10.5%
Fire District
Mountlake . Contract - South County Fire . o
Terrace Council-Manager Authority City 10.4%
King County Sheriff
SeaTac Council-Manager | Contract - Puget Sound RFA ing County Sheri 10.0%
(Contract)
. . District - Shoreline Fire King County Sheriff
horel C I-M 10.29
Shoreline ounci-vianager District #4 (Contract) %
- . District - Woodinville Fire & King County Sheriff 8.6% Non-
Woodinville ColmalFAEREEEr | oo (Contract) RTA/10.0% RTA

1Sources: Municipal Research and Services Center (MRSC)
2Source: Adopted City Budgets
3Source: Washington Department of Revenue, consolidated by MRSC

Jurisdictions in this peer group were compared in terms of projected total General Fund
revenue, General Fund revenue by source, and total expenditures for the 2020 budget period.
Whenever possible, reported single-year budgets were used to match Kenmore’s budgeting
process most closely. In the case of Kirkland, Lake Forest Park, and Mill Creek, which publish

biennial budgets that are not disaggregated by year, reported revenues and expenditures were
halved to approximate a single year. To normalize General Fund revenue data across cities, we
opted to compare budget information on a per capita basis.

Kenmore's total General Fund revenues fall below the average per capita of $869.98. Total
General Fund revenues, population, and General Fund revenues per capita, as well as
Kenmore’s relative position, are shown in Table 4.
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Table 4. General Fund Revenues per Capita, Kenmore and Peers

General Fund Revenues
per Capita for

Total General Fund Revenues

for 2020 Budget® Population 2020 Budget

Bothell $44,452,477 46,750 $950.86
Kenmore $13,050,404 23,320 $559.62
Kirkland $98,906,358 88,940 $1,112.06
Lake Forest Park $9,847,566 13,250 $743.21
Mercer Island $26,309,019 24,470 $1,075.15
Mill Creek $10,117,804 20,590 $491.39
Mountlake Terrace $16,671,127 21,590 $772.17
SeaTac $29,832,899 29,180 $1,022.37
Shoreline $44,488,908 56,370 $789.23
Woodinville $10,838,224 12,410 $873.35

Peer Average Per Capita Revenue $869.98

Source: Adopted City Budgets
IFire costs have been deducted from General Fund revenues for those cities with fire departments and/or those that contract for
fire services. This allows a better comparison with those cities whose fire services are provided by fire protection districts with

separate property tax levy funding.

Table 5 shows property tax rates and 2020 total General Fund property tax levy. Kenmore
generates a similar level of property tax per capita to its peers, just shy of the median.
Kirkland’s property tax revenues, when adjusted to remove fire expenditures, appear negative

because Kirkland uses sales tax revenues to pay for other General Fund expenditures. In

Kenmore, property taxes comprise almost 40% of General Fund revenues, the second highest of
the peer cities and about 40% higher than the median.

Table 5. General Fund Property Tax Revenue per Capita, Kenmore and Peers

Percent of
2020 Total General Property Tax General Fund

2020 Property Fund Property Tax per Housing | Property Tax @ Revenue for 2020

Tax Levy Rate! Levy? Unit per Capita Budget
Bothell $1.9677 $1,247,724 $69.33 $26.69 2.81%
Kenmore $1.1036 $5,199,791 $573.55 $222.98 39.84%
Kirkland?® $1.0192 (52,880,591) $(75.00) $(32.39) -2.91%
Lake Forest Park $0.9603 $3,274,481 $611.14 $247.13 33.25%
Mercer Island $0.9191 $7,453,645 $680.14 $304.60 28.33%
Mill Creek $1.8385 $4,505,854 $526.51 $218.84 44.53%
Mountlake Terrace $1.9003 $3,536,417 $408.32 $163.80 21.21%
SeaTac $2.4938 $6,941,709 $673.56 $237.89 23.27%
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Percent of
2020 Total General Property Tax General Fund
2020 Property Fund Property Tax per Housing | Property Tax @ Revenue for 2020
Tax Levy Rate! Levy? Unit per Capita Budget
Shoreline $1.3426 $13,666,865 $596.34 $242.45 30.72%
Woodinville $0.7929 $3,420,000 $646.01 $275.58 31.55%
Peer Median Property Tax Revenue $596.34 $237.89 28.33%

1Source: King County and Snohomish County Data

2Fjre costs have been deducted from General Fund revenues for those cities with fire departments and/or those that contract for
fire services. This allows a better comparison with those cities whose fire services are provided by fire protection districts with
separate property tax levy funding. Source: Adopted City Budgets

3Kirkland’s property tax revenues are insufficient to cover the costs associated with fire prevention services. They rely on other
forms of tax generation to support public safety, which includes both police and fire services.

Kenmore has a median home value that is similar to most of its peers. Major exceptions are
Mercer Island, which has much higher home values, and SeaTac and Mountlake Terrace, which
both have much lower median home values. Kenmore’s median home value of $697,648 ranks
tifth highest among peer cities and is 7% higher than the peer median. Median home value,
homes per square mile, and assessed values for Kenmore and its peers are shown below in
Table 6.

Table 6. Comparison of Factors Influencing Property Tax Revenues, Kenmore and Peers

Median
Home Value

(January Residential Assessed 2019 Locally Assessed Homes per
2020)! Value? Value? Square Mile*
Bothell $651,080 $638,000 $11,390,672,261 1,486.04
Kenmore $694,648 $638,000 $4,851,092,698 1,474.15
Kirkland $775,564 $730,000 $29,436,086,786 3,559.50
Lake Forest Park $712,531 $617,000 $3,234,227,325 1,517.85
Mercer Island $1,619,414 $1,393,000 $14,653,675,301 1,734.02
Mill Creek $611,664 $584,900 $4,454,155,944 1,832.55
Mountlake Terrace $470,069 $409,200 $3,565,803,521 2,133.25
SeaTac $410,837 $361,000 $6,624,985,574 1,027.52
Shoreline $606,512 $517,000 $10,228,874,349 1,963.84
Woodinville $837,686 $691,000 $3,690,029,346 945.36
Peer Median $651,080 $617,000 $6,624,985,574 1,734.02

1Source: Zillow Median Home Value Estimates, January 2020.
2Source: King and Snohomish County Data

3Source: Adopted City Budgets

4Source: 2018 American Community Survey
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Compared with the nine selected peers, Kenmore has some of the lowest General Fund sales tax
revenues. Kenmore has the second lowest sales tax revenues per capita at $95.41, which is 35.8%
of the peer average. Kenmore does not have as heavy of a reliance on sales tax revenue as some
of its peers, with sales tax revenue constituting just 17.05% of all General Fund revenues as
compared to the 30.15% peer average. This is presented in Table 7 below.

Table 7. General Fund Sales Tax Revenues per Capita, Kenmore and Peers

General Fund Sales Tax 2020 Sales Tax Revenue as

Revenues for General Fund Sales Tax Percent of Total General

2020 Budget? per Capita Fund Revenues

Bothell $16,445,978 $351.79 37.00%
Kenmore $2,225,000 $95.41 17.05%
Kirkland $28,673,700 $322.39 28.99%
Lake Forest Park $1,062,862 $80.22 10.79%
Mercer Island $4,348,797 $177.72 16.53%
Mill Creek $3,357,500 $163.06 33.18%
Mountlake Terrace $2,601,000 $120.47 15.60%
SeaTac $13,886,000 $475.87 46.55%
Shoreline $9,319,003 $165.32 20.95%
Woodinville $6,691,291 $539.19 61.74%
Peer Average $266.23 30.15%

Source: Adopted City Budgets

IFire costs have been deducted from General Fund revenues for those cities with fire departments and/or those that contract for
fire services. This allows a better comparison with those cities whose fire services are provided by fire protection districts with
separate property tax levy funding.

The 10 cities in this group generate between 5.61% and 19.2% of their General Fund revenue via
utility tax, with a range of per capita utility tax revenue between $41 and $180 in 2020. Cities in
Washington are authorized by state law to impose up to a 6% utility tax on electricity, gas,
steam, and telephone; a utility tax rate comparable to neighboring communities on cable
television; and any utility tax rate on sewer, stormwater, water, and solid waste. All of these
UTs may be implemented without voter approval, while the limited rates can be raised beyond
those levels with a majority vote. Utility tax revenues per capita among peer agencies are shown
in Table 8.

Table 8. General Fund Utility Tax Revenues per Capita, Kenmore and Peers

Total Utility Tax Percent of General Fund

Amount for 2020 Revenue for 2020
Budget Utility Tax per Capita Budget

Bothell $8,401,483 $179.71 18.90%

Kenmore $1,942,189 $83.28 14.88%
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Amount for 2020 Revenue for 2020
Budget Utility Tax per Capita Budget

Kirkland $14,223,410 $159.92 14.38%
Lake Forest Park $552,750 $41.72 5.61%
Mercer Island $4,237,566 $173.17 16.11%
Mill Creek N/A N/A N/A
Mountlake Terrace $3,200,817 $148.25 19.20%
SeaTac N/A N/A N/A
Shoreline $3,967,675 $70.39 8.92%
Woodinville $940,000 $75.75 8.67%

Peer Average' $121.27 13.11%

Source: Adopted City Budgets
1peer average includes only those cities with current utility taxes. Mill Creek and SeaTac are excluded.

Table 9 contains the utility tax rates for each city broken down by type of utility. Neither SeaTac

nor Mill Creek have any utility taxes in FY 2020. Of the eight cities that do have utility taxes,
four tax every utility category. Shoreline has taxes on every utility category except for electric

and water. Kenmore and Lake Forest Park have the fewest utilities for which they collect utility

taxes.

Table 9. Utility Tax Rates

Natural Solid
City Gas Electric Telecom Cable Water Sewer Stormwater Waste

Bothell 6.0% 6.0% 6.0% 6.0% 11.15% 6.0% 6.0% 5.0%
Kenmore 4.0% 4.0% 6.0% N/A N/A N/A N/A N/A
Kirkland 6.0% 6.0% 6.0% 6.0% 11.8% 9.5% 6.98% 9.5%
Lake Forest Park 6.0% 6.0% 6.0% N/A N/A N/A N/A N/A
Mercer Island 6.0% 6.0% 6.0% 7.0% 8.0% 8.0% 8.0% 7.0%
Mill Creek N/A N/A N/A N/A N/A N/A N/A N/A
Mountlake Terrace 6.0% 6.0% 6.0% 5.0% 13.8% 10.0% 10.0% 10.0%
SeaTac N/A N/A N/A N/A N/A N/A N/A N/A
Shoreline 6.0% N/A 6.0% 6.0% N/A 6.0% 6.0% 6.0%
Woodinville 2.0% 2.0% 4.0% N/A N/A N/A N/A 4.0%

Source: Adopted City Budgets and Municipal Codes

Beyond utility taxes, every city in the peer group collects a franchise fee for cable services under
federal and state law. Other cities also exact a franchise fee from various utilities such as

electric, telecom, water and solid waste, for the use of rights of way (e.g., Shoreline for electric,
gas and water; SeaTac for solid waste; Kirkland for electric, gas, telecom and water). Kenmore
only collects franchise fees for cable services.
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Finally, Kenmore’s budgeted per capita expenditures are the second lowest among its peers.
When adjusted to remove fire costs for cities that contract or provide fire services in house,
Kenmore’s General Fund per capita expenditures of $560 is 66.5% of the peer average of $842.
Kenmore’s budget for FY 2020 equates General Fund expenditures to revenues. This is similar
to Mercer Island, which is also operating with a balanced budget for FY 2020. With respect to
surplus/(deficit) analysis, the data presented in Table 10 represent the 2020 projected amounts
and do not consider existing reserve levels or what each of the jurisdiction’s long-range
forecasts indicate relative to the health of their respective General Fund reserves in the future.
Per capita expenditures and surplus/(deficit) figures for peers are shown in Table 10 below.

Table 10. General Fund Expenditures and Surplus (Deficit) per Capita for Kenmore and Peers

Total General Fund

Surplus/(Deficit)

Surplus/(Deficit) as

Expenditures for for 2020 General Expenditures | Percentage of General Fund
Agency 2020 Budget! Fund Budget per Capita Expenditures for 2020

Bothell $43,198,797 $1,253,680 $924.04 2.90%
Kenmore $13,050,403 S0 $559.62 0.00%
Kirkland $99,190,604 $(284,246) $1,115.25 -0.29%
Lake Forest Park $9,825,070 $22,497 $741.51 0.23%
Mercer Island $26,309,019 SO $1,075.15 0.00%
Mill Creek $10,110,797 $7,007 $491.05 0.07%
Mountlake $14,451,833 $2,219,294 $669.38 15.36%
Terrace
SeaTac $29,770,899 $62,000 $1,020.25 0.21%
Shoreline $44,796,652 $(307,744) $794.69 -0.69%
Woodinville $9,275,860 $1,562,364 $747.45 16.84%
Peer Average Per Capita Expenditures and Surplus/(Deficit) $842.09 3.85%

Source: Adopted City Budgets
IFire costs have been deducted from General Fund revenues for those cities with fire departments and/or those that contract for
fire services. This allows a better comparison with those cities whose fire services are provided by fire protection districts with

separate property tax levy funding.

Kenmore employs the second lowest number of FTEs per thousand residents, adjusted to
exclude FTEs for police, fire and utilities in each city. Kenmore and Shoreline are the only two
cities that do not have any staffing for police and fire in-house, while SeaTac and Woodinville
each employ one FTE in Police to supplement their contracts with the Kings County Sheriff’s
Department. Table 11 contains citywide staffing and FTE per 1,000 residents.

Table 11. Citywide Total Staffing and FTE per 1,000 Residents, Kenmore and Peers for 2020

Citywide In-house
FTEs! FTEs per thousand residents’ In-house Fire FTEs Police FTEs
Bothell 179.35 3.8364 69.25 94
Kenmore 42.04 1.8027 0 0
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Citywide In-house
FTEs! FTEs per thousand residents? In-house Fire FTEs Police FTEs
Kirkland 365.40 4.1084 116 150
Lake Forest Park 34.38 2.5947 0 24
Mercer Island 110.50 4.5157 31 34.5
Mill Creek 33.20 1.6124 0 29
Mountlake Terrace 81.70 3.7842 0 36.5
SeaTac 126.50 4.3351 0 1
Shoreline 153.04 2.7149 0 0
Woodinville 42.15 3.3965 0 1

Source: Adopted City Budgets
IFire, police and utility staffing have been deducted from cities with those functions for comparison purposes with those cities
whose such services are provided by districts or that contract fire and/or police services.

As a contract-dependent city, Kenmore’s options for reducing personnel expenditures are
limited. The long-term agreements for contracted police services make it difficult to address
expenditure reductions in a timely manner. While efficiencies may be identified, the relatively
low number of personnel employed by the City make it challenging to rely exclusively on
personnel reductions to address fiscal sustainability issues.

Determining Feasibility

While all the strategies are technically feasible and have been implemented in other Washington
settings, they are distinguished by differing levels of community support, complexity of
implementation, implementation timing, and disruption to the organization relative to the
financial return. Strategies deemed most feasible are solutions that can be implemented more
readily and would be least disruptive to the organization.

Certain revenue changes such as tax measures require voter approval to implement and vary in
terms of complexity and community support. Some have a greater impact on voters (e.g., local
property tax levy lid lift measures, utility taxes) while others have more of an impact on those
from outside the city (e.g., sales taxes).

Increasing fees and charges to full cost recovery may help the City’s structural deficit
somewhat, but may have adverse impacts on community participation in those services. Voters
are more likely to support measures when they know their tax dollars are being spent
efficiently, requiring City staff to review cost efficiencies prior to taking those measures to
voters. These factors require careful consideration in determining the feasibility of revenue
enhancements.

Changes that would be disruptive to the organization can take time. Substantial changes in

service delivery methodologies or employee benefit programs should also be weighed against
the reality that they might result in ongoing employee relations issues, which can impair more

>
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incremental change. Key decisions will need to be made in the next 12 months in order to
address the fiscal challenges faced by the City.

The strategies identified in this memorandum have been quantified to the extent possible based
on current information available to Management Partners and City staff. In many cases, they

have been programmed into the fiscal model so City leaders can explore the cumulative impact
of implementing any package of actions.

Based on these considerations, budget strategies were evaluated considering the set of factors
that may weigh on difficulty of implementation as indicated in Table 12 below.

Table 12. Factors Used in Assessing Implementation Difficulty

Factors

Minimal Difficulty

Moderate Difficulty

High Difficulty

Potential for community Low Medium High
pushback
Technical and operational Low Medium High

difficulties of
implementation

Timing necessary for
implementation

Timely implementation is
moderately to highly
probable to meet timing

Timely implementation
is possible, but less
than moderately

Timely implementation is
unlikely to meet the timing
required to resolve the

required to resolve the probable structural deficit
structural deficit

Disruptive impact on Low Medium High

service delivery

Disruptive impact within Low Medium High

City organization

After factoring implementation difficulty, we then assessed the potential annual fiscal impact
that the City would experience if the strategy were implemented. We stratified fiscal impact

into three tiers:

e Low fiscal impact. Strategies that would have a fiscal impact of $50,000 or less per year.
e Moderate fiscal impact. Strategies that would have a fiscal impact between $50,000 and

$100,000 per year.

e High fiscal impact. Strategies that would have a fiscal impact of over $100,000 per year

Combining implementation difficulty and fiscal impact, we identify those strategies that have
the highest degree of potential success to provide fiscal sustainability to the City in accordance
with Figure 4 presented below.

>
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Figure 4. Budget Strategies Quadrant Analysis
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Strategies Considered

Following meetings with City Council members and staff, Management Partners conducted an
independent analysis of strategies that would be appropriate for consideration in Kenmore. Our
experience working with municipalities across the United States coupled with our research of
viable options exercised by other cities in Washington State, allowed us to identify strategies
that could lead toward fiscal sustainability. The ultimate strategies selected for consideration
were those with either great, good or moderate potential of success as indicated above. Table 13
captures the first tier of strategies that have the greatest potential of success.

Table 13. High Potential of Success

High Potential of Success Strategies
Expenditure Controls and Cost Shifts None
Service Delivery Changes None
11. Exercise the property tax levy banked capacity
Revenue Enhancement 12. Implement an admissions tax on recreation and entertainment
revenues
Service Reductions and Eliminations None

Two strategies appear to have a very positive potential of success. One is to exercise property
tax levy banked capacity, and the other is to implement a new admissions tax on recreation and
entertainment venues. Implementation of both options is entirely within the purview of City

>
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Council through adoption of an ordinance and is relatively simple to administer. Neither would
have a significant impact on service delivery and might not meet significant community
resistance. The fiscal impact of exercising the property tax levy banked capacity will raise
property taxes by $400,000 per year, and the admissions tax is estimated to be $200,000 per year
at a 5% tax rate. While the total of $651,000 is nominal compared with a $1.8 million structural
gap, these options would still provide significant relief to the General Fund.

The next level of strategies show a moderate to high potential of success (shown in Table 14)
and are considered moderately feasible to implement. The strategy to reorganize the City’s
organization structure may be disruptive to the City organization and there will likely be
temporary service delivery impacts as well as community pushback from the business
community. The utility tax will likely generate moderate to high levels of pushback from the
community. Yet in both cases, the City has the authority to move forward with those strategies
by Council resolution. City leaders will have to consider either or both of these strategies as
their fiscal impact is considered significant, but the extent to which these will need to be fully
implemented will depend on the level of success with those strategies with the greatest
potential of success shown in Table 13 above. City staff will need to begin work on some of
these strategies for two reasons: 1) those strategies with the greatest potential of success will not
resolve the fiscal gap, and 2) they are needed as a fallback in case revenue strategies dependent
on an election outcome are unsuccessful.

Table 14. Moderate to High Potential of Success

Expenditure Controls and Cost Shifts None

. . 5. Reorganize the City’s organizational structure to provide cost
Service Delivery Changes & y & P

efficiencies
Revenue Enhancement 9. Increase and/or implement utility taxes on various utilities
Service Reductions and Eliminations None

Strategies with a moderate potential of success are shown in Table 15. Several of these strategies
fall into this category because of the implementation difficulty primarily due to either the
potential for community pushback, disruptive impacts on service delivery, or only generate
moderate fiscal impact. The strategies under expenditure controls/cost shifts and service
delivery changes do not yield as significant a fiscal impact as those related to revenue
enhancements in this category.
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Table 15. Moderate Potential of Success

Moderate Potential of Success Strategies

Expenditure Controls and Cost 1. Reduce City’s share of costs of the school resource officer program
Shifts 2. Shift the costs of the ballfields and parks lease to private users/sports leagues
Service Delivery Changes None

10. Implement photo traffic enforcement to fund public safety costs and roadway
Revenue Enhancement improvements
13. Implement the business and occupations tax specific purpose tax

. . oL 21. Reduce travel, meetings and consulting services expenditures
Service Reductions and Eliminations L . . o
22. Eliminate recreation coordination activities

Strategies with a low to moderate potential of success are shown in Table 16. Several of these
strategies fall into this category because of potential for significant community pushback,
relying on voter approval for measures that during this recession would be difficult, if not
impossible, to seek approval, or the disruptive impacts on service delivery.

Table 16. Low to Moderate Potential of Success

Low to Moderate Potential of Success Strategies

Expenditure Controls and Cost Shifts None

4. Reduce maintenance costs for Log Boom Waterfront Park and Squire’s

Service Deli Ch . .
ervice Dellvery Lhanges Landing Waterfront Park through a contracted or shared services model

14. Conduct a user fee study and adjust development services revenues to
closer to full cost recovery

15. Implement a property tax levy lid lift as either a general purpose tax or

Revenue Enhancement . .
special purpose tax for public safety

16. Implement a 0.2% local sales tax rate dedicated to transportation funding
17. Implement a metropolitan park district

. . L 19. Implement General Fund service level and staffing reductions
Service Reductions and Eliminations

20. Reduce street pavement standards

The final tier of strategies, one with low or little/no potential of success, is considered the least
feasible to implement in the City’s current economic, political and operational environment.
These are presented in Table 17. Generally, these strategies neither provide sufficient fiscal
impact, have proven difficult to implement in similar settings, or would have a negative impact
in the long term on the organization and community. To the extent the City is unable to
generate enough revenue increases or expenditure reductions from other strategies, these more
difficult options for maintaining solvency might need to be explored.
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Table 17. Low or Little/No Potential of Success

Low or Little/No Potential of Success Strategies

3. Update the cost allocation plan for administrative and overhead

Expenditure Controls and Cost Shifts
costs

6. Seek alternative jail providers
Service Delivery Changes 7. Issue requests for proposals for fleet maintenance services
8. Refocus parks capital improvements to lower maintenance uses

Revenue Enhancement None

Service Reductions and Eliminations 18. Take no action

One strategy included for discussion purposes is taking no action. This is realistically not a
viable option because it would result in a condition of insolvency. The majority of controllable
General Fund expenditures is related to personnel costs. The public safety contract with King
County Sheriff’s Office (KCSO) makes up nearly 28% of the General Fund costs, but the ability
to impact cost reductions in the contract is limited.

When such a circumstance becomes imminent, the only thing a city can do is leave positions
vacant when employees retire or separate from employment (sometimes called a hard hiring
freeze), and/or lay off employees to reduce costs and maintain solvency. This will have
catastrophic impacts on the City’s ability to serve the community. In extreme circumstances, a
jurisdiction could be forced to consider or even file for bankruptcy protection. Filing for
bankruptcy protection is an unusual circumstance in Washington, most recently experienced by
the Kennewick Public Hospital District in 2017. There are no known situations in Washington
where a city or county has filed for bankruptcy protection, but this has been experienced in
other states such as California, Connecticut, Idaho, Michigan, Alabama and Pennsylvania.

In a worse-case scenario, the only other option short of bankruptcy would be for the City to
disincorporate. State law allows opportunities for cities to disincorporate, however there have
been no known instances of disincorporation in the past 20 years. In such a circumstance, the
State would take over operations of the city until which time it would transfer responsibility to
the County. In the community’s eyes, this is perhaps as low a desirable option as taking no
action and being required to file for bankruptcy in that the community would be in the hands of
other parties and would have little or no say in how the City’s services and its structure would
be implemented. This strategy has not been incorporated into the set of viable strategies as there
appears to be other viable strategies that can resolve the City’s fiscal gap.

Budget Strategy Scenarios

Baseline Scenario
The baseline pre-recession forecast was updated based on the City Council approved FY 2020

budget and the adjustments made based on the City’s initial response to the COVID-19
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pandemic recession. The baseline pre-recession forecast indicates that surpluses would increase
General Fund reserves in FY 2020 and 2021 up to $1.5 million, but that a long-term structural
deficit existing starting with a modest $130,000 deficit in FY 2022 that grows dramatically to $1.8
million in FY 2027. The largest driver of the increasing structural gap is the fact that expenditure
growth is projected to outpace revenue growth. Property taxes, the single largest revenue
source for the General Fund, can only grow by Council action at 1% per year plus the impact of
new construction on the total tax levy which equates on average to an additional 1% per year. In
addition, the City is onboarding costs associated with maintaining Log Boom and Squires
Landing Waterfront Parks that will add an additional $275,000 to the General Fund budget
starting in FY 2023.

Personnel costs are the largest expenditure category in the General Fund totaling $4.3 million
(or 35% of General Fund expenditures). The City must provide some level of compensation and
benefits that are competitive in the regional marketplace for skilled talent to provide services
the community expects. The City has already seen turnover as employees leave to work in other
jurisdictions with better compensation.

The next largest expenditure of the General Fund is the police contract with KCSO. Unless the
City chose to reduce funding the number of officers currently within the contract, there is little
opportunity to reduce those costs based on the provision of the contracts.

The City has established a target reserve policy for its General Fund of maintaining
undesignated reserves of not less than 20% of annual budgeted operating expenditures. The
Government Finance Officers” Association (GFOA) has recommended that municipalities
establish minimum reserve policies for General Funds of not less than two months, or 17%, of
annual operating expenditures, considered by many to be a best practice. Such a policy helps
the City weather the impacts of recessions or in addressing a catastrophic event such as the
COVID-19 pandemic that has impacted the entire planet, and especially King County. If
Council takes no action, the model projects that General Fund reserves will finish at the City’s
reserve policy of 20% by FY 2024, and will fall below zero in FY 2027, as shown in Figure 5.

Figure 5. Projected General Fund Surplus/Shortfall and Reserves — Baseline Pre-Recession Forecast
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COVID-19 Pandemic Recession Scenatrio

The baseline pre-recession forecast has been adjusted based on a series of recessionary
assumptions that will impact key revenue sources, primarily sales tax, development services
fees and business and occupations tax. The recession forecast indicates that the General Fund
will stand to lose nearly $3.4 million in revenues by the time that the recession’s impacts would
be recovered in FY 2024. The actions that the City took to reduce expenditures by $1.1 million in
FY 2020 averted a deficit. However, without further actions, the deficit will grow to $600,000 in
FY 2021 and increase to $1.8 million by FY 2027. The model projects that General Fund reserves
will finish just above the City’s reserve policy of 20% by FY 2021, will fall below the reserve
policy level by FY 2022, and will fall below zero in early FY 2026. These are presented in Figure
6.

Figure 6. Projected General Fund Surplus/Shortfall and Reserves — Recession Scenario
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Development of Four Budget Scenarios

Management Partners has prepared four scenarios for Council’s consideration that address this
tiscal gap. Each of the scenarios would allow the General Fund to maintain an appropriate level
of reserves, eliminate the structural deficit by 2027, provide the necessary transfers to the Street
fund to keep it in balance, and ensure the viability of the City’s operations throughout the
period included in the fiscal model. The three scenarios include options that could be
implemented entirely by Council action.

The budget scenarios described in this report are provided as examples of the types of strategies
that Council members could consider to address the long-term fiscal gap. The Council could
choose any of these scenarios or develop alternative scenarios that include varying types of
strategies to resolve the fiscal gap. The scenarios included in this report employ different
strategies and make assumptions with respect to the timing of implementing each strategy.

Table 18 summarizes these four scenarios.
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Table 18. Budget Strategy Scenarios

Scenario Description

Recession Forecast Before
Budget Corrections

Shortfall of $1.8 million that would likely continue to grow beyond 2027
Depleted reserves by FY 2024
Current staffing levels

Scenario 1 — Strong Revenue
Enhancement Strategies
(Figure 7)

Eliminate the school resource officer program in FY 2021, reducing costs by
$55,000

Exercise use of property tax levy banked capacity in FY 2022, phased in ratably
over a 3-year period to generate additional annual revenues of $400,000
Increase the existing utility tax (UT) on gas and electric from 4% to 6%,
implement a cable utility tax of 6%, and implement a solid waste utility tax of 6%,
generating $1 million in annual revenues starting in FY 2024

Implement the business and occupations (B&O0) tax fully on all businesses based
on the existing 0.2% of gross receipts by FY 2027

Scenario 2 — Strong
Revenues Focused on
Shifting Costs for Roads and
Public Safety (Figure 8)

Eliminate the school resource officer program in FY 2021, reducing costs by
$55,000

Exercise use of property tax levy banked capacity in FY 2022, phased in ratably
over a 3-year period to generate additional annual revenues of $400,000
Implement photo traffic enforcement tools to offset cost of traffic mitigation
and moving violations enforcement in FY 2022, phased in over a 2-year period,
generating $1.7 million in annual funding for public safety and traffic
improvements

Capacity to transfer additional funds for road improvements totaling $4.5
million by FY 2027

Scenario 3 — Balanced
Approach—Moderate
Revenue Enhancement
Strategies, Moderate
Service Delivery Changes,
Moderate Service Level
Reductions, and Minor
Expenditure Controls (Figure
8)

Eliminate the school resource officer program in FY 2021, reducing costs by
$55,000

Reduce travel, training and consulting services budgets citywide by $50,000 in
FY 2021

Reduce recreation coordination activities reducing costs by $50,000 in FY 2021
Exercise use of property tax levy banked capacity in FY 2022, phased in ratably
over a 3-year period

Conduct a user fee study and adjust development services fees closer to full
cost recovery by $50,000 in FY 2022

Reorganize the City’s organizational structure to provide cost efficiencies
totaling $240,000 annually, phased in over two years starting in FY 2023
Increase the existing utility tax (UT) on gas and electric from 4% to 6%,
implement a cable utility tax of 6%, and implement a solid waste utility tax of 6%,
generating $1 million in annual revenues starting in FY 2026

Scenario 4 — Strong
Operating Expenditure and
Service Level Reductions,
Moderate Revenue
Enhancement Strategies
(Figure 9)

Eliminate the school resource officer program in FY 2021, reducing costs by
$55,000

Reduce travel, training and consulting services budgets citywide by $50,000 in
FY 2021

Eliminate recreation and volunteer coordination activities reducing costs by
$90,000 in FY 2021

Conduct a user fee study and adjust development services fees closer to full
cost recovery by $50,000 in FY 2022

Update the cost allocation plan for administrative and overhead costs to shift
$50,000 in costs by FY 2022

Shift costs of ballfields/parks lease to private users/sports leagues reducing costs
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Scenario Description

by $50,000 in FY 2022

2023

FY 2026

e Reduce maintenance costs for Log Boom and Squires Landing Waterfront Parks
through shared service delivery or contracted services saving $100,000 by FY

e Reorganize the City’s organizational structure to provide cost efficiencies
totaling $240,000 annually, phased in over two years starting in FY 2023

e Exercise use of property tax levy banked capacity in FY 2023, phased in ratably
over a 3-year period to generate additional annual revenues of $400,000

e Reduce street pavement standards by decreasing funding totaling $600,000 by

Figure 7. Projected General Fund Surplus/Shortfall and Reserves — Budget Scenario 1 (Strong

Revenues)
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Figure 8. Projected General Fund Surplus/Shortfall and Reserves — Budget Scenario 2 (Strong
Revenues Shifting Costs for Roads and Public Safety)
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Figure 9. Projected General Fund Surplus/Shortfall and Reserves — Budget Scenario 3 (Balanced

Approach)
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Figure 10. Projected General Fund Surplus/Shortfall and Reserves — Budget Scenario 4 (Strong
Expenditure Reductions)
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Attachment A — Budget Adjustments Implemented by the City in Response to

the COVID-19 Pandemic

The City implemented budget adjustments as one-time measures in response to the COVID-19
pandemic recession that has impacted the country, Washington state, and the King County
region. The net reductions totaled nearly $1.1 million and were enacted for the FY 2020 budget
by City Council action at the April 27, 2020 City Council meeting.

The budget reductions were made in the General Fund and the Street Fund, the latter of which
reduces the transfer from the General Fund, for FY 2020. Budget adjustments included a variety
of reductions in such areas as:

e Streets maintenance

¢ Consulting costs

e District court services

e Software upgrade projects (e.g., GIS system)

e Operating and administrative supplies

e Travel, meals and lodging

e Community event sponsorships, including the 4% of July event, holiday event, and
summer concerts

e Public information publication costs

These reductions were partially offset by increases in certain budget areas in response to the
pandemic such as:

e Technology to enable work-from-home for City staff
e KCSO officer overtime
e Facility maintenance services and supplies

A total of $300,000 of these reductions were expected to be ongoing reductions. The remaining
$800,000 were expected to be one-time. These reductions have been identified as such in the
baseline pre-recession forecast. The budget strategies analyzed in Attachment B to this
memorandum are considered ongoing strategies rather than one-time strategies.

The net reduction in General Fund expenditures is $669,000, and a net reduction in Streets Fund

expenditures of $430,000. A summary of the net expenditure reductions by department within
the General Fund (GF) and Streets Fund (SF) is shown in Figure 10 below.

>
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Figure 11. Budget Increases (Reductions) in Response to the COVID-19 Pandemic — FY 2020

Budget Increases (Reductions)

Thousands
$(500)  $(400)  $(300)  $(200)  $(100) $- $100 $200
City Council (GF) $(64) N
City Clerk (GF) B 63
City Manager's Office (GF) $(301) NN
Finance & Admin (GF) I 574

Legal (GF) I 5125
Public Safety (GF) $(167) INNNNENENEGEGNGNN
PW Engineering (GF) $(103) NN
Community Development (GF) s(118) N
Development Services (GF) s(1s8) NN

Parks & Facility Maint (GF) I s1u1

Streets Maint (SF) $(430) [

Note: Increase in City Clerk was due to increase in human services contributions; Increase in Finance and Admin is
due to increased technology costs; increase in Legal is due to increases in anticipated city attorney costs and
services
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Attachment B — Detailed Strategies

EXPENDITURE CONTROLS/COST SHIFTS

1. Eliminate funding of the School Resource Officer program
STRATEGY TYPE: Expenditure Controls/Cost Shifts

IMPACT ESTIMATE
Eliminating the City’s funding of the School Resource Officer (SRO) program would save
approximately $55,000 annually for the General Fund.

FEASIBILITY

Discussions have begun with the District in light of recent events and public sentiment to
reduce or eliminate presence of law enforcement within schools. The District and City would
need to agree to jointly terminate the contract. In light of recent events, elimination of this
program might be met with little resistance. As much of the program was covered through
overtime costs, it is unlikely that there would need to be any changes to the City’s contract with
KCSO other than clarification that the SRO program would be eliminated.

Factor Difficulty Level

Potential for community pushback Low
Technical and operational difficulties of implementation Low
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Low
Fiscal Impact Moderate
Potential of Success Moderate
BACKGROUND/ANALYSIS

The City provides SRO services through its contract with KCSO under a cost-sharing
arrangement with the Northshore School District. That arrangement was updated in 2018 to
increase the School District’s share to a maximum of $31,250. However, the Police Chief
estimated that the city paid $86,000 in overtime in 2019 to pay for the service. (If the program
were funded by dedicated staff rather than overtime, the Chief estimated the cost would
increase to $207,000).

>



Attachment B — Detailed Strategies Page 30

The recent events in Minneapolis and across the country have led schools and law enforcement
agencies to rethink law enforcement presence in schools. The District has started conversations
with community members, KCSO and the City in regard to the program. There is strong
sentiment to eliminate the program. Eliminating the program would provide initial cost
savings of about $55,000 annually. The City would need to negotiate a change in the KSCO
contract to eliminate the dedicated SRO position and determine impacts on officer availability
within the community.
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2. Shift cost of ballfields/parks lease to private users/sports leagues

STRATEGY TYPE: Expenditure Controls/Cost Shifts

IMPACT ESTIMATE

The City budgets $50,000 annually to lease ballfields at Bastyr University for public and sports
league use. The City could consider charging sports leagues for a share of these costs. Amount
saved would depend on the fees charged by the City. Alternatively, the City could consider
shifting the responsibility for the fields to sports leagues for annual savings of $50,000. The City
could also consider forming a Metropolitan Parks District, discussed under revenue
enhancements.

FEASIBILITY

To the extent a wide spectrum of city residents use the ballfields, there could be a high level of
community pushback. However, to the extent the ballfields are used either primarily by sports
leagues or by residents of surrounding communities, the pushback would be less.

Factor ‘ Difficulty Level

Potential for community pushback Moderate
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
Fiscal Impact Moderate
Potential of Success Moderate
BACKGROUND/ANALYSIS

Ballfields commonly used by sports leagues are an amenity that does not necessarily get fully
utilized by the public at large. The City should consider the relatively high cost of paying for
these facilities vs. the opportunities of direct users to pay all, or some of the costs.
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3. Update the cost allocation plan for administrative and overhead costs
STRATEGY TYPE: Expenditure Controls/Cost Shifts

IMPACT ESTIMATE
Estimated impact for an updated cost allocation plan is $50,000.

FEASIBILITY
Potential for community pushback Low
Technical and operational difficulties of
implementation Moderate
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Low
Fiscal Impact Moderate
Potential of Success Low
BACKGROUND/ANALYSIS

A cost allocation plan is a formal study done, often by specialist consulting firms, to build a
model which allocates administrative and overhead costs (costs of City Hall, of non-operating
department costs, of facilities, etc.) to operating departments that directly serve the public.

The idea is that administrative and overhead costs would not exist except to serve the operating
departments that directly provide services, and therefore most if not all those costs should be
re-allocated back to service departments. Two results occur. First, funds with other than
General Fund sources of revenue, such as Stormwater, pay for their proportionate share of
those administrative and overhead costs. Second, departments in the General Fund that charge
user fees, such as Community Development, can know the true cost of providing their services
and adjust their user fees accordingly. The second result, therefore, should be a more detailed
user fee study to ensure full cost recovery.

The City current allocates approximately $570,000 of administrative-related General Fund costs
to three funds: Transportation Capital, Surface Water Operating, and Parks Capital. It has been
nearly 5 years since the City last performed a comprehensive cost allocation plan review. Costs
have been updated based on cost increases in operating department budgets. There is the
potential that a revised cost allocation plan might yield the opportunity to transfer an additional

$50,000 to $75,000 of eligible costs to other funding sources.
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SERVICE DELIVERY CHANGES

4. Reduce maintenance costs for Log Boom Waterfront Park and Squire’s
Landing Waterfront Park Facilities through contracted/shared services
model

STRATEGY TYPE: Service Delivery Changes

IMPACT ESTIMATE

The Log Boom and Squires Landing Waterfront Park areas are undergoing significant capital
improvements, which will increase the City’s maintenance and operations costs by $275,000 per
year starting in FY 2023. Kenmore could reduce its future cost increases by either contracting for
maintenance and operations of all or parts of those parks, or by seeking concessionaires to
operate the more active water-sport facilities of those parks in return for either concessionaire
maintenance services or revenue sharing to defray the City’s costs. Potential impact is targeted
at $100,000 annually whether through reduced maintenance costs and/or concessionaire
agreements with an operator.

FEASIBILITY
Potential for community pushback Moderate
Technical and operational difficulties of
implementation Moderate-High
Timing necessary for implementation High
Disruptive impact on service delivery Moderate
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate-High
Fiscal Impact High
Potential of Success Low-Moderate
BACKGROUND/ANALYSIS

Kenmore has budgeted for $11.7 million on park improvements between 2019 and 2024. These
capital investments include major improvements to both the Log Boom Waterfront Park and the
Squire’s Landing Waterfront Park. The Log Boom project, when complete, will restore native
habitat areas, improve the new main trail, expand the existing beach area, and create a new boat
rental building, picnic shelter, and water access for hand-powered watercraft. The Squires
Landing Waterfront and Natural Open Space Access project will also restore native habitat
areas, trails and walkways with bridges, and river-viewing platforms through enhanced natural
areas. In addition, the project will create a public hand-powered watercraft facility with staging

areas, float and hand-carry launches, a community plaza, restroom, and parking lot. The
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upgraded parks and facilities will increase annual maintenance efforts and costs, possibly
significantly.

The more active, water sport-oriented facilities planned for both parks create an opportunity to
use a Request for Qualifications process to seek private companies’/concessionaires’
participation in running those facilities. Local governments may sign concession agreements
with vendors to conduct business within parks (such as selling food and beverages or renting
equipment) and charge the vendors a concession fee. Tacoma has a seasonal concession at
Mossyrock Park for boat launch and other concessions. Longview has food and beverage
concessions at Lake Sacajawea Park. Kirkland has food and beverage and various recreation
concessions in their parks seasonally. The intent of seeking out concessionaires would not be for
the City to make a profit; rather, it would be to defray/reduce its operating and maintenance
costs. Management Partners has not performed a detailed analysis of this option, so additional
research would be required if the City were to consider these options.
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5. Reorganize the City’s organizational structure to provide cost efficiencies
STRATEGY TYPE: Service Delivery Changes

IMPACT ESTIMATE

Reorganizing the administrative, economic development, development services and community
development service within the City’s organizational structure, including the elimination of the
Business Incubator program, can reduce the City’s ongoing operational costs by $240,000.

FEASIBILITY

Reorganizing the functions of administration, economic development, development services
and community development is within the purview of the City Manager. Layoffs and/or
reclassifications would need to comply with the City’s personnel rules. One-time costs
associated with accumulated leave payouts, severance pay, and potential unemployment claims
will be more than offset by the long-term cost savings. There will be disruption within the City
organization due to changing titles and shifting responsibilities and reporting relationships.
Implementation could take place within a six month period, however. The potential for
community pushback will likely be minimal as long as customer service is maintained in the
areas of community development and development services.

Potential for community pushback Low
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Moderate
Disruptive impact within City organization High
Overall difficulty for Implementation Moderate
Fiscal Impact High
Potential of Success Moderate-High
BACKGROUND/ANALYSIS

An in-depth assessment of the City’s organizational structure was not performed, as it was not
part of the scope of this project. Such a study would normally include an in-depth assessment of
service delivery, reviewing alignment with the organization’s strategic plan, assessing customer
satisfaction with existing service delivery, review of job classifications and capacity within
various positions, and an analysis of workflows and responsibilities assigned to conduct the
City’s various business processes.

However, when we review the City’s organizational structure and service delivery, and

compare it with agencies of similar size, we noticed that the City is staffed heavily at the
executive team level. Figure 11 displays the City’s current organization chart.

>
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Figure 12. Kenmore Current Organization Chart
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It is not common for an agency to have director level positions at both the Community
Development/Planning level as well as Development Services. Typically, cities will consolidate
long-range planning, current planning, plan check, building inspection, and code enforcement
services under one department with managers and/or supervisors overseeing those various
functions. In addition, it is more typically common for economic development, depending on
the depth of services provided in that area, to be handled of a city of Kenmore’s size by its
community development director in collaboration with the city manager.

Furthermore, there is not sufficient capacity within the organization to address human
resources needs. Those duties are being handled by the finance and administration director who
is also charged with overseeing the finance, budget, information technology and city clerk
functions.

Reorganizing responsibilities with remaining staff will maintain many of the services currently
provided by the City. Economic development initiatives would be reduced, however, with
greater emphasis placed in community events and facilitating economic development through
public information, amending the comprehensive (general) plan based on Council policy to
drive a thriving local economy, and process improvements in planning, building and code
enforcement to support the local economy and new development.
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As noted earlier, a study was not conducted on the City’s organizational structure. Under this
proposed strategy, the City might make the following staffing changes:

¢ Eliminate the Assistant City Manager position
o Eliminate the business incubator program (already planned for 2021)
o Reduce other economic development programs
o Assign other reporting functions directly to the City Manager and to other
departments
¢ Reclassify Development Services Director to Assistant Community Development
Director over building, plan check and code enforcement
e Transfer parks capital project development to the City Engineer
e Hire a Human Resources Technician/Analyst to report to the Finance and
Administration Director that can also be cross-trained to assist in supporting community
event initiatives

Organizational capacity will be significantly impaired, primarily in the areas of economic
development and special events coordination, and will limit the ability to address new
initiatives without making choices to eliminate other services.

Net cost savings are estimated to equal $240,000 per year. The revised organization chart might
appear as shown in Figure 12.
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Figure 13. Kenmore Revised Organization Chart
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1 — Economic development initiatives will only occur in a limited fashion where capacity exists within the City Manager’s Office.



Attachment B — Detailed Strategies Page 39

6. Seek alternative jail provider(s)
STRATEGY TYPE: Service Delivery Changes

IMPACT ESTIMATE

Kenmore currently contracts with South Correctional Entity (SCORE) in Des Moines for jail
services at an annual cost of $425,000. Additional costs are incurred with the cost of KCSO
officers transporting arrestees to SCORE, which is approximately 60 miles round trip from
Kenmore, and can take 60 to 120 minutes in travel time overall roundtrip. Deputy Sheriff time is
directly impacted in Kenmore’s payments to KCSO under its contract. Contracting with
alternative jail provider(s) could potentially save the City in both contract costs and transport
costs. We estimate potential savings of $50,000, plus the opportunity cost savings by having
fewer officers on transport duty during the typical patrol day. It is doubtful, however, that the
number of officers could be reduced based on current caseload trends.

FEASIBILITY

Factor ‘ Difficulty Level

Potential for community pushback Low
Technical and operational difficulties of implementation High
Timing necessary for implementation High
Disruptive impact on service delivery Moderate
Disruptive impact within City organization Low
Overall difficulty for Implementation High
Fiscal Impact Moderate
Potential of Success Low
BACKGROUND/ANALYSIS

The FY 2020 budget for jail services with SCORE is $425,000, not counting the hours of Kenmore
sheriff staff transporting to Des Moines. Larger cities in northern King County operate their
own jail facilities (Kirkland, Bellevue). The City of Kenmore is aware of nearby jurisdictions that
either have some excess jail capacity or are considering expanding their capacity and has had
some discussions with these jurisdictions. Additional discussions would be required and could
be fruitful by combining with other smaller north county cities in similar situations. Options
include use of nearby cities’ jail facilities or perhaps seeking to create a Joint Powers Authority
(JPA) like SCORE in northern King County. Kenmore could not create such a JPA on their own,
and the process to do so would be long and complex. However, it is worth considering such
undertakings as longer-term investments for cost savings. The City of Kirkland indicates that it
has saved significant amounts of money by operating its own jail.

>
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7. Issue requests for proposals for fleet maintenance services
STRATEGY TYPE: Service Delivery Changes

IMPACT ESTIMATE

Vehicle maintenance services are budgeted at $117,000 per year according to the most recent
budget document. A precise estimate of potential savings by seeking outside contractors and/or
other public agencies to perform fleet maintenance cannot be made without a detailed analysis.
A review by Management Partners’ long time fleet management experts suggest that using
contractors would generate 10 to 20% savings overall (or approximately $20,000 annually for
Kenmore).

FEASIBILITY

There would likely be little or no public opposition to contracting out services often performed
by the private sector or other entities. It would likely take three to six months to seek proposals,
and additional time to negotiate agreements, if indeed cost savings could be realized. A
transition to a new service provider could require time for the City to consider steps to work
with impacted employees to find other positions within City government, in the new service
provider, or elsewhere.

Factor ‘ Difficulty Level

Potential for community pushback Low
Technical and operational difficulties of implementation Low
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Moderate
Overall difficulty for Implementation Moderate
Fiscal Impact Low
Potential of Success Low
BACKGROUND/ANALYSIS

Fleet maintenance services are currently provided by Northshore Utility District. It is good
business practice to periodically test potential cost savings by soliciting proposals for
contracting out certain services. Fleet maintenance is a good candidate, as there are many
private and public entities available to perform the service, and proposals may very well be
competitive with, or more cost effective than an in-house garage. Proposals could be solicited
from nearby governmental agencies with larger fleets, school districts, utility districts, and from
local repair garages (for sedans and small pickups). Management Partners recommends the City
consider issuing requests for proposals for fleet maintenance, targeting those entities with
specializations in various types of vehicle that the City can capitalize on. What is key after such
proposals are solicited and analyzed, is to ensure that clear and specific performance measures
are specified in any resulting contracts on items such as turnaround time, parts costs, pick-up

and delivery services, and hourly rates.



Attachment B — Detailed Strategies Page 41

8. Refocus parks capital improvements to lower maintenance uses
STRATEGY TYPE: Service Delivery Changes

IMPACT ESTIMATE

Management Partners notes that the City is adding an increasing array of parks facilities to its
future maintenance obligations, which will put further stress on its budget beyond the already
strained current capacity. It is not possible to estimate potential cost savings for shifting future
parks capital improvement work to more passive/lower maintenance uses without a redesign of
the existing conceptual plan elements for each park. Nonetheless, the City should consider this
strategy as it implements its Parks Master Plan.

FEASIBILITY
Potential for community pushback High
Technical and operational difficulties of implementation Low
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
Fiscal Impact Undetermined
Potential of Success Undetermined

BACKGROUND/ANALYSIS

With the City’s creative use of grant and non-General Fund sources for parks capital
improvements, Kenmore has expanded its future park maintenance responsibilities and costs
with more intensive uses. The current fiscal situation is strained and will become more so
without changes to current revenues and expenditures.

The City’s capital improvement budget includes a total of $11.7 million of parks infrastructure
improvements over the period from 2019 to 2024. The General Fund’s share is only $500,000.
Without additional sources of revenue, the ongoing maintenance of these facilities will cause
increased future costs to the General Fund. The following projects include funding for more
active uses that include facilities that will require a higher amount of funding for ongoing
maintenance compared to more passive uses such as trails and open space:

e Moorlands Park Improvements,

¢ Rhododendron Park Dock/Float and Boat House,
e Squires Landing Waterfront and Dock/Float,

¢ Log Boom Park Waterfront, and

e St. Edward Park Ballfields Improvements.

>
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To reduce the future maintenance costs to the General Fund, the City would need to change the
intended designs of these parks and shift to less maintenance intensive park facilities such as
more hardscape, low-maintenance planting materials, and open space planning concepts rather
than active parks uses. However, doing so would change the scope of what Kenmore residents
voted on in the 2016 Walkways and Waterways Bond Measure for Squires and Log Boom Parks.
(Another related option of creating a Metropolitan Parks District is discussed under Revenue
Enhancements.)
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REVENUE ENHANCEMENTS

Councilmanic Revenue Options

9. Increase existing utility tax to maximum allowed under State law (with two
options to create a new tax on water, stormwater, and solid waste)

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE
Estimated impact of three options studied below are as follows:

e Option 1: Increase the electric/gas tax rate from 4% to 6%; impose a new cable utility tax
rate of 6%; impose a new solid waste tax rate of 6% - Increased annual revenues of
approximately $1 million.

e Option 2: Increase the electric/gas tax rate from 4% to 6%; impose a new utility tax rate
of 6% on cable, water/sewer/stormwater and solid waste — Increased annual revenues
of approximately $1.9 million.

e Option 3: Increase the electric/gas tax rate from 4% to 6%, impose a new cable utility tax
of 6%; impose a new utility tax rate of 10% on water/sewer/stormwater and solid waste —
Increase annual revenues of approximately $2.6 million.

Option 1 would increase utility tax revenues per capita to $85.05, still 30% below the peer
average of $121.27. Option 2 would raise utility tax revenues per capita to $131.16, which would
exceed the peer average by 8.2% with four cities (Bothell, Mercer Island, Kirkland and
Mountlake Terrace) above that amount. Option 3 would raise utility tax revenues per capita to
$161.90, which is 33% above the peer average, but still below Bothell and Mercer Island.

We believe that Option 1 provides the greatest opportunity for success, although Option 2
might also be a viable option. Option 3 might be met with significant public resistance.

FEASIBILITY

The City Council can impose a new utility tax on the revenues of utility companies that provide
services within City limits. Council action to impose the tax may be performed through
adoption of an ordinance. Outreach to utility providers will be needed to allow for sufficient
time for the imposed tax rate to go into effect and allow utilities to inform their customers. It
could take as long as nine months to properly implement the tax and begin to receive
remittances from the utility providers.

While Council may impose a new utility tax by ordinance, there is the potential that a
referendum procedure could be required as per Washington State law (RCW 35.21.706). The
City Attorney would need to be consulted should the City decide to impose any new or
increased utility taxes. Many other cities assume that any such resolution is automatically
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subject to referendum and/or place such language in an adopting resolution per State law
provisions.

The assessment shown in the table below is based on implementing Options 1 or 2. Option 3
might be met with significant public resistance and, would thus, be downgraded to Low-
Moderate potential of success.

Potential for community pushback Moderate-High
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
Fiscal Impact High
Potential of Success Moderate-High
BACKGROUND/ANALYSIS

A utility tax is an excise tax placed on utilities that provide services in a municipality, including
municipal utilities and utility districts. Kenmore currently levies UTs on natural gas, electric,
and telephone. Its tax rates are at the maximum for telephone, but not for electric and gas.
Potential additional utilities that may be included in a utility tax are cable, water, sewer,
stormwater, and solid waste. The utility tax is levied on revenues collected by the utility
provider within the city limits. A utility tax generally is more predictable and less volatile than
other General Fund revenue sources such as sales tax and development fees and permits,
particularly in a predominantly residential community. This is because public usage of utilities
is somewhat stable year to year, and the revenue increases over time as the utility raises its
rates.

Utility taxes, however, are typically viewed as a regressive tax that more significantly impacts
the disposable income of lower income households. Cities have addressed this issue by
providing exemptions and/or discounts for low-income seniors and/or low-income households.
Cities often leverage existing low-income discounts extended by utilities that are subject to the
tax, which by their nature reduce revenues subject to the tax, or will altogether exempt such
individuals from the tax itself. Cities might also administer their own programs for exemptions,
which may require hiring staff to administer the programs.

Revenues are unrestricted and may be used for any lawful governmental purpose. The

maximum tax rate may not exceed 6% for electric, gas, and telephone services unless approved
by voters. There is no limitation on the tax rate for water, sewer, solid waste, or stormwater

>
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utilities. Internet and satellite TV may not be taxed per federal law, but cable TV may be subject
to a tax with special provisions.

Table 7 earlier in this report indicated the per capita utility tax revenues for comparable
agencies and their percentage of total General Fund revenues. Table 19 below summarizes the
utility tax rate used by each comparable agency based on the types of utility tax that they levy.
The table also includes the per capita revenue amount generated by utility taxes. Kenmore’s
utility tax per capita is 60% below the average of $121.27 across the peers that have any form of
utility tax.

Table 19. Comparable Agency Per Capita Utility Tax Revenues and Utility Tax Rates by Type 2020

Utility

Tax per Natural

Capita Gas Electric Telecom Water Sewer  Stormwater
Bothell $179.71 6.0% 6.0% 6.0% 6.0% | 11.15% 6.0% 6.0% 5.0%
MercerIsland | $173.17 6.0% 6.0% 6.0% 7.0% 8.0% 8.0% 8.0% 7.0%
Kirkland $159.92 6.0% 6.0% 6.0% 6.0% | 11.8% 9.5% 6.98% 9.5%
T'V(':::'a"ct;ake $148.25 6.0% 6.0% 6.0% 50% | 13.8% | 10.0% 100% |  10.0%
Woodinville $75.75 2.0% 2.0% 4.0% N/A N/A N/A N/A 4.0%
shoreline $70.39 6.0% N/A 6.0% 6.0% N/A 6.0% 6.0% 6.0%
Kenmore $48.63 4.0% 4.0% 6.0% N/A N/A N/A N/A N/A
:':E Forest $41.72 6.0% 6.0% 6.0% N/A N/A N/A N/A N/A
Median $121.27 6.0% 6.0% 6.0% 6.0% | 11.50% 8.0% 7.0% 6.5%
Mill Creek None
SeaTac None

Source: City budgets and municipal codes

An estimation of possible revenue to be derived from extending the utility tax is contained in
the table below. Management Partners took a neighboring peer city’s (Mercer Island) utility tax
revenues and analyzed them as a percentage of electric and gas utility tax revenues. This allows
for an approximation of what utility taxes might be for Kenmore, understanding that the mix of
residential and commercial users may be slightly different than Mercer Island.

Management Partners took all of Mercer Island’s utility tax revenues and determined the
revenue generated for each 1% of tax rate. The proportion of the non-electric and gas utility
revenues were then used to extrapolate what Kenmore’s non-electric and gas revenues might be
as a percentage of its electric and gas revenues assuming a 1% rate. For example, at a
hypothetical 1% rate, Mercer Island’s solid waste revenues were 16% of its electric and gas
revenues.

To estimate what Kenmore could potentially earn from a 1% tax on solid waste, we took the

amount Kenmore earned for calendar year 2018 for electric and gas ($757,000 per data
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Management Partners received), and divided it by 4. We therefore derived
Water/Sewer/Stormwater revenues (at a 1% rate) by applying the 16% to Kenmore’s electric/gas
revenues at a 1% rate ($189,000). The result is that for each 1% of utility tax, we estimate that the
City could generate about $30,000 in solid waste revenue (16% of $189,000). That methodology
is not perfect; however, in the absence of other data it is a rough approximation that can give
the City an idea of the magnitude of the potential revenue.

Table 20 below shows three options:

e Option 1: Increase the electric/gas tax rate from 4% to 6%; impose a new cable utility tax
rate of 6%; impose a new solid waste utility tax of 6%;

e Option 2: Increase the electric/gas tax rate from 4% to 6%; impose a new utility tax rate
of 6% on cable, water/sewer/stormwater and solid waste; and

e Option 3: Increase the electric/gas tax rate from 4% to 6%, impose a new cable utility tax
of 6%; impose a new utility tax rate of 10% on water/sewer/stormwater and solid waste

All three options would increase or impose rates on electric/gas, cable and phone to the
maximum allowed under State law. Water, Sewer, Stormwater, and Solid Waste were set at 10%
in Option 3 as a further increase to demonstrate potential revenues from higher rates on those
utilities. The results show increases to General Fund revenues ranging from approximately
$1,030,000 under Option 1 to $2.6 million under Option 3.

Table 20. Kenmore Utility Tax Estimates at 6% and 10% for Water, Sewer, Stormwater and Solid Waste

Water/Sewer/ Solid

Electric/Gas  Stormwater Cable Phone Waste Total
Current
Rate 4% N/A N/A 6% N/A
Revenue $757,412 N/A N/A $376,638 N/A | $1,134,050
Option 1: Increase electric/gas to 6%; impose cable utility tax of 6%; impose solid waste tax of 6%
Rate 6% N/A 6% 6% 6%
Revenue $1,136,118 N/A $470,697 $376,638 $183,116 | $2,116,569
Additional Annual
Revenue $378,706 N/A $470,697 $0 $183,116 | $1,032,519
Option 2: Impose a uniform utility tax of 6% on all Utilities
Rate 6% 6% 6% 6% 6%
Revenue $1,136,118 $892,073 $470,697 $376,638 $183,116 | $3,058,641

Additional Annual
Revenue $378,706 $892,073 $470,697 1] $183,116 | $1,924,592

Option 3: Impose a utility tax rate of 6% on all electric/gas, cable and phone, and a 10% rate for Water,
Stormwater, Sewer, and Solid waste

Rate 6% 10% 6% 6% 10%

Revenue $1,136,118 $1,486,788 $470,697 $376,638 $305,193 | $3,775,434

>
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Water/Sewer/ Solid

Electric/Gas  Stormwater Cable Phone Waste Total

Additional Annual
Revenue $378,706 $1,486,788 $470,697 1] $305,193 | $2,641,384

Imposing a utility tax on solid waste could provide the City with the opportunity to fund
environmental sustainability efforts, which could separately be explored for consideration only

after the tax were implemented.
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10. Implement photo traffic enforcement to fund public safety costs and
roadway improvements

STRATEGY TYPE: Public Safety Cost Offset

IMPACT ESTIMATE

The amount of fine revenue generated by traffic cameras to reduce traffic accidents and
promote safety would depend on the intersections at which such cameras were installed, and
the activity at those intersections. The City of Lake Forest Park reports that it has three traffic
cameras in operation. Its projected revenues for 2020 for fines from these cameras totals $3.0
million, with enforcement costs at $1.3 million, for a net savings to the General Fund of $1.7
million. This equates to roughly $670,000 per camera annually in net contributions to offset
public safety costs and/or provide funding for traffic improvements to mitigate safety hazards.

FEASIBILITY

Factor ‘ Difficulty Level

Potential for community pushback High
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Moderate
Overall difficulty for Implementation Moderate
Fiscal Impact High
Potential of Success Moderate
BACKGROUND/ANALYSIS

In Washington state, use of photo enforcement technology can only be used by cities for red
light and school zone enforcement. Many police professionals believe that such technology is a
valuable tool in promoting safer traffic behavior by motorists. The goal is that by the public
knowing the cameras are posted, that they will be extra cognizant of obeying speed laws as well
as discouraged from running red lights, especially in school zones. The extra costs associated
with purchasing or renting/leasing the cameras, and costs of administering the fines and
enforcing collections are more than offset by the revenues generated. Those excess revenues can
then be used to offset other public safety costs and opportunities to invest in further traffic
safety options in the corridors where installed and throughout the rest of the city.

Photo enforcement should not be viewed as a revenue raising tool, but rather a traffic safety

tool that generates fine revenue as a side benefit which allows cities to offset some of their
existing public safety and traffic mitigation costs, augment them, or both. There is often some

>
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community pushback from installing traffic cameras, ranging from feeling that the cameras are
unfair to feeling like it is an invasion of privacy.

Agencies that implement such tools indicate that traffic safety is a priority within the
community and that public information about the cameras will allow residents the opportunity
to know about such enforcement and obey traffic laws to avoid any moving violations.
Implementing photo enforcement technology using statewide and industry standard protocols
regarding placement and timing of the photo taken, and ongoing preventative maintenance of
the cameras, reduces the potential for false positives.
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11. Exercise the property tax levy banked capacity

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

The City’s property tax levy rate in 2020 is just over $1.10 per $1,000 assessed valuation and is
expected to generate $5.2 million in annual property taxes in 2020. The State of Washington
allows local government entities to bank property tax capacity if they do not use the full
allowed amount in a given year. They can then use that banked capacity in future years as
needed. Kenmore has banked capacity after the 2020 levy in an amount of $400,000 in property
tax revenues that could be used to increase the levy, which is equal to a 10% increase in the
current levy. Such an increase could be implemented using a phased-in approach to mitigate
the increase in any one year.

Exercising banked capacity would increase property tax revenues without requiring voter
approval. It could, however, affect the property tax levies of districts in the area due to state
laws that limit the overall property tax rates applied to individual properties.

FEASIBILITY

The City Council has the authority to exercise the use of banked capacity in setting property tax
levies each year. The increase is implemented by instructing the County tax assessor to add the
banked capacity to the levy on all properties. This is exclusive of the annual decision by the City
Council of increasing the total levy by the statutorily allowed 1% increase. The existing banked
capacity amount is 8.5% of the existing tax levy of $5.25 million. If the City were to exercise it all
in one year, the increase might receive some community pushback. Otherwise implementation
of this strategy is straightforward, and the City Council has history of using the banked levy as
it used some of the banked capacity as recently as 2019.

Factor ‘ Difficulty Level

Potential for community pushback Moderate
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Low
Fiscal Impact High
Potential of Success High
BACKGROUND/ANALYSIS

In 1986, the Washington State Legislature instituted a policy that allows local governments to
levy less than the maximum allowed increase without losing the ability to levy higher taxes as
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needed in future years. This was enacted to enable local jurisdictions to levy only what is
needed without being penalized.

For many years, the City of Kenmore did not exercise the full allowable levy lift of 1%, which
allowed the Council to approve a 3% increase in November 2018. This approved levy lift used
banked capacity to address budget shortfalls for FY 2019 and 2020. Kenmore has an additional
$400,000 of banked capacity at the close of 2019 that could be used to address budget shortfalls
as early as the 2021 tax year.
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12. Implement an admissions tax on recreation and entertainment venues

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

The City could choose to implement an admissions tax on various recreation and entertainment
venues as provided under State law. A typical example is an admissions tax on golf courses,
bowling alleys, and theaters and performing arts centers.

Potential revenues from an admissions tax of 2%, 3% and 5% are indicated in Table 21 below,
using conservative CPI-adjusted revenue estimates. Actual revenue figures were not publicly
available for amenities in Kenmore that could be subject to such a tax, which would enable the
estimate to be refined further.

Table 21. Admissions Tax Revenue Estimates

2% $80,000

3% $120,000
5% $200,000

FEASIBILITY

Pushback might come from the owners/operators of recreation and entertainment facilities.
However, all such amenities have a regional draw. Patrons are most likely to come from a broad
cross-section of nearby communities rather than solely Kenmore residents.

Implementation of the tax could be implemented by City Council action adopting an
admissions tax ordinance by majority vote of the Council. It is not subject to voter approval.
Collections would be administered by the City’s Finance Department, which would prescribe
forms and collection methods. The City could include audit provisions in the ordinance, which
could be exercised on a periodic basis either with City staff or by contract with an independent
accounting firm. This would ensure the appropriate amount of taxes was being received from
affected businesses.

Factor ‘ Difficulty Level

Potential for community pushback Moderate
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Low
Fiscal Impact High
Potential of Success High
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BACKGROUND/ANALYSIS

State statute (RCW 35.21.280) allows cities to create an admissions tax in an amount not greater
than 5% of the admission charge for various facilities and events. The tax may be imposed by
Council ordinance not requiring voter approval. The use of the funds is unrestricted.

According to state law, an admissions tax can be levied on admission charges (including season
tickets or subscriptions) to venues such as theaters, dance halls, circuses, clubs that have cover
charges, observation towers, stadiums, and any other activity where an admission charge is
made to enter or use the facility or where a charge is made for food and drinks in a place where
free entertainment, recreation, or amusement is provided. An admission charge may also be
made on rental or use of equipment or facilities for the purposes of recreation or amusement if
the rental is a necessary component of the enjoyment. The statute exempts cities from placing an
admission tax on any elementary or secondary school activity. Cities also have the authority to
exempt non-profit organizations if they so desire.

Admissions taxes are administered by the city that implements the tax, and as such, typical
ordinances include the ability for the city to collect and audit the collection and remittance of
taxes by affected businesses. Some cities have excepted certain activities sponsored by nonprofit
organizations, but this is an option that is determined individually by the agency that imposes
the tax.

Seattle, Lynnwood, Auburn, Everett, Kent, and Redmond are six local examples that charge an
admissions tax applicable to golf courses and other recreation venues. Other than Everett (4%
tax rate), each city charges a 5% admissions tax, the highest allowed by state law.

Applicable venues in Kenmore would include such venues as the private golf club, bowling
alleys, and fitness centers.

A typical amenity in which admissions tax is levied is a golf course. According to the National
Golf Foundation’s 2010 Operating & Financial Performance Profiles of 18-hole golf facilities in
the U.S,, private 18-hole golf clubs had average total golf revenues of $3,277,000 in 2009.
Adjusting those figures for inflation using the Seattle-Tacoma-Bellevue Consumer Price Index
(Urban Consumers) from 2009 to 2020, the value of those revenues in today’s dollars
approaches $4 million. A 5% tax on such an amenity can generate tax revenues to the City of
$200,000 per year for this one amenity.
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13. Implement the business and occupation (B&O) tax for all businesses

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

Assuming a $25 per capita estimate based on peer cities, Kenmore could collect revenues of
approximately $583,000 per year by imposing the B&O tax that is in the City’s existing
ordinances.

FEASIBILITY

The City’s Municipal Code (Chapter 3.75) authorizes a B&O tax of 0.2% of gross receipts,
however the tax is only being imposed on heavy manufacturing companies. Implementing the
tax would require the City to issue notice to all businesses that it will begin to collect the tax.
Pushback will likely come from the business community, especially in light of existing
circumstances surrounding the current recession and its impact on small businesses in

particular.
Potential for community pushback High
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
Fiscal Impact High
Potential of Success Moderate

BACKGROUND/ANALYSIS

The City’s Municipal Code (Chapter 3.75) authorizes a B&O tax in an amount of 0.2% ($2 per
$1,000) of gross receipts, however the tax is only imposed on heavy manufacturing companies
which is currently generating annual revenues of less than $20,000. Cities are permitted to
charge a B&O tax of up to 0.2% of gross receipts on businesses without voter approval.
Revenues can be used for any general fund purpose. As an alternative, some cities (like Bellevue
and Kent) charge square footage rate on businesses like offices or warehouses that may not
generate gross receipts from their locations.

While it is difficult to estimate potential B&O tax collections in Kenmore, a sample of B&O tax
collections for Lake Forest Park and Mercer Island and the per capita amounts collected is
presented in Table 22 below. (Only those two peers collect a B&O tax.) Their per capita amounts
range from $24.79 to $27.06 per year. If Kenmore were to collect the B&O tax, and assuming the

>
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per capita amounts are indicative of the potential tax that could be collected, we estimate that
Kenmore could collect approximately $583,000 based on an estimate of $25 per capita.

Table 22. Survey of B&O Tax Rates and Collections of Peer Agencies

B&O Tax
Collection Tax Per Capita Amount per
Population 2019 Rate 0.1% Tax Rate

Mercer Island 24,470 $662,200 0.2% $27.06
Lake Forest Park 13,250 $328,500 0.2% $24.79
Shoreline 56,370 $1,565,953 0.2% $27.78
Kenmore 23,320 $21,073 0.2% $0.45
Bothell, Kirkland, Mill Creek, Mountlake N/A N/A N/A

Terrace, SeaTac, and Woodinville
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14. Conduct a user fee study and adjust development services fees closer to full
cost recovery

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

Without a detailed user fee study undertaken, a definitive estimate of the additional revenue
that could be generated by raising Development Services User Fees and Permits closer to full
cost recovery. Management Partners believes that the potential is between $50,000 and $100,000
annually, subject to a user fee study.

FEASIBILITY

The determination of a cost recovery target for fee setting purposes is a Council policy decision.
For example, if a particular fee is to be charged on a program financially benefitting a specific
individual or business, and if the cost of that service can be calculated, full or near full cost
recovery is usually appropriate. Otherwise, the general tax base of the City, used to fund non-
fee-based services like fire and police, would be making up the cost difference. In a City with a
stressed fiscal situation, such as Kenmore, the need for close to full cost recovery for fees and
permits to cover Development Services” full costs should be considered.

Factor Difficulty Level

Potential for community pushback Moderate
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
Fiscal Impact Moderate
Potential of Success Low-Moderate
BACKGROUND/ANALYSIS

The City’s budget for 2019-2020 shows Development Services costs in the General Fund totaling
$1.25 million in direct costs (costs for employees, consultants, and supplies and materials). Its
2018 cost allocation plan shows indirect and overhead costs for Development Services add
another $633,000, for a total cost to the City of $1,878,000 for providing Development Services.
The department’s revenues as shown in their general ledger are budgeted for a total of $913,500
annually. The difference between revenues and total expenditures is $964,500. While some of
the expenditures in Development Services, such as long-term planning, are not recoverable
from user fees, it also appears that the department has a lot of room to raise fees within its cost

of providing services.
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When determining an appropriate cost recovery level, consideration should be given to the
amount of benefit provided to an individual versus the public in general. Charges for services
that most benefit a private party (e.g., building services) with limited benefit to all citizens
should be recouped at a higher rate than services that at least in part also benefit all residents
(e.g., planning services). State law (RCW 82.02) further limits development fees to those costs
directly associated with the processing of applications, inspecting, and reviewing plans.

Best practices suggest that cities target cost recovery levels for the following services based
upon a comprehensive cost recovery study:

e Building services — 90% to 100%
e Planning services — 75% to 90%
e Engineering services — 75% to 90%

It is possible that charging fees at full, or close to full cost recovery in Development Services
could generate anywhere from $50,000 - $100,000 minimum, to perhaps $250,000-$500,000
maximum. Those estimates are speculative; determining better estimates would require a new
Cost Allocation Plan and a revised User Fee Study

e anew Cost Allocation Plan would be set to recover not just administrative and overhead
costs related to administrative departments” support, as the current Cost Allocation Plan
does, but also overhead costs related to a fair share of City Hall costs.

e Anupdated User Fee study would then be built to reflect total costs in fee for service
areas vs. in those program areas within Development Services that are for the general
public welfare, (such as long-term planning).
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Revenue Enhancements Requiring Voter Approval

15. Implement a property tax levy lid lift as general purpose or special purpose
for public safety

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

The City’s property tax levy rate in 2020 is just over $1.10 per $1,000 assessed valuation and is
expected to generate $5.2 million in annual property taxes in 2020. Increasing the levy through a
levy lid lift ballot measure (whether general or special purpose) is estimated to yield the
following General Fund fiscal impact (based on existing assessed valuation):

e Tax rate increase of $0.05 per $1,000 assessed valuation: $243,000 increase in General
Fund property tax in the first year of implementation

e Tax rate increase of $0.10 per $1,000 assessed valuation: $485,000 increase in General
Fund property tax in the first year of implementation

e Tax rate increase of $0.15 per $1,000 assessed valuation: $728,000 increase in General
Fund property tax in the first year of implementation

Additional revenues could be achieved if the levy lid lift measure also included a future levy lid
lift increase amount beyond the 1% that can be implemented by Council action. Increased fiscal
impact would depend on the level of the original levy lid lift and the future increases included
in the measure.

FEASIBILITY - GENERAL PURPOSE LEVY

A levy lid lift that includes future increases that match the inflationary impacts on city
expenditures (most notably, increases in employee compensation and benefits) would have a
positive ongoing fiscal impact to resolve the City’s General Fund fiscal gap by matching the
largest revenue source with expenditure growth expectations.

Increasing the property tax rate, beyond the 1% revenue limit and use of banked capacity,
requires majority voter approval. Such a measure, however, is one of the most politically
sensitive ballot measures that a Washington city can bring to voters. A significant amount of
public engagement and education about the City’s fiscal position would be required, likely
coupled with cost reduction strategies to demonstrate fiscal conservatism, before such a
measure might gain the necessary public support for approval.
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Factor Difficulty Level

Potential for community pushback High
Technical and operational difficulties of implementation Low
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation High
Fiscal Impact High
Potential of Success Low-Moderate

BACKGROUND/ANALYSIS - GENERAL PURPOSE LEVY

Washington state law provides the opportunity for cities to increase the annual levy on
properties by not more than 1% in any one year through Council resolution, plus an allowance
for new construction. Increases in any single year, or over a period of multiple years, requires a
voter-approved “levy lid lift.” The amount that the levy may be raised is subject to having
sufficient “banked capacity” below the maximum aggregate levy rate and the local limit
established under state law. The constitutional aggregate limit is $10 per $1,000 assessed value
for any taxing area, while the local limit is $5.90 per $1,000 assessed value.

The current levy rate of $1.104 per $1,000 assessed value is expected to generate $5.2 million in
total property tax in FY 2020. Property taxes are the single largest revenue source for the City,
representing 40% of General Fund revenues in 2020. However, the projected growth in property
taxes, which are subject to a 1% maximum increase by Council action not requiring voter
approval, will only increase the General Fund portion of property tax revenues by $325,000 by
FY 2024. In that same time period, given inflationary pressures on employee compensation and
other services and supplies of about 3% per year, salaries and benefits are expected to grow by
$826,000.

Current levy rates per $1,000 assessed value among peer agencies are presented in Figure 13
below. Kenmore’s rate of $1.10 is about 75% of the peer average of $1.47.
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Figure 14. Property Tax Levy Rates (Regular Levy) Among Comparable Agencies for 2020
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Source: City budget documents and/or county assessor’s offices’ websites.

It should be noted that starting in 2018, cities can exempt senior citizens, disabled veterans, and
other people with disabilities from the tax increase resulting from a levy lid lift if desired. Any
exemptions would need to be stated in the ballot measure placed before voters.

FEASIBILITY - SPECIAL PURPOSE LEVY

In this case, voters would be asked to approve a measure dedicated to a specific purpose. Some
agencies find that dedicating revenues to a specific purpose to avoid the elimination of that
service meets with greater public support because the public understands what they will be
getting for the tax being paid.

Factor ‘ Difficulty Level

Potential for community pushback Moderate
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate
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Fiscal Impact High

Potential of Success Moderate

BACKGROUND/ANALYSIS - SPECIAL PURPOSE LEVY
Washington state law allows for cities to create property tax levies for specified purposes. There
are limits on the amount of levy that can be charged based on the specified use.

Table 23 shows the special purpose levy limits that might be applicable to Kenmore, along with
other specific circumstances applicable to each type of levy.

Table 23. Special Purpose Levy Limits Allowed under Washington State Law

Levy Type Levy Limit Other Considerations
Affordable $0.50 per Revenues restricted to finance affordable housing for “very low-income”
Housing $1,000 AV households; requires simple majority voter approval
Emergency $0.50 per Restricted to providing emergency medical care or services; may be
Medical Services $1,000 AV imposed 6 years, 10 years, or permanently; requires 60% majority voter
(EMS) approval for initial measures; renewal for 6- or 10-year measures require

simple majority approval; separate accounting and referendum
procedures apply to permanent measures

Excess Levy No limit Levy is only authorized for one-year at a time; may be used for any

(operations and lawful governmental purpose, but spent in accordance with purpose(s)

maintenance) specified in the approved ballot measure; requires 60% majority
approval

Other special Subject to Follows regular levy lid lift procedures and limitations; may be

purpose levy lid maximum implemented for single or multiple years

lifts statutory rate

Source: MRSC of Washington Revenue Guide for Washington Cities and Towns, November 2019

To have the desired fiscal impact, the City would want to focus on levies that would provide
ongoing revenue to fund operations. The Excess Levy would be limited to one year and would
expire the following year unless renewed. Special purpose levy lid lifts with potential for voter
approval could be proposed for the following:

e Public safety (combined police and fire services)
e Police services

e Fire services

e Parks and recreation operations

If such levy lid lifts were proposed, the City would need to determine if those services could be
funded without the levy lid lift for the future, and would be best packaged under the provision
that the measure is being sought for approval to avoid service level reductions in the specified
areas.
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16. Implement 0.2% local sales tax rate dedicated to the City’s Transportation
Benefit District for additional funding

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

If the City were to ask voters to approve an additional 0.2% Sales Tax to be used for
Transportation Funding, it could generate approximately $540,000 in revenue that could be
used for streets, sidewalks, and other transportation purposes. This would help offset General
Fund transfers that may be required to backfill such infrastructure maintenance and
improvement projects in the future. Roadways were anticipated to be underfunded by $1
million annually based on a 2018 pavement management study. This would help offset some of
those deferred needs

FEASIBILITY

Voter approval for an increase to the sales tax rate of 0.2% would likely be met with resistance,
especially in light of the recessionary impacts being experienced throughout the region. A ballot
measure would need to be drafted, and information would need to be disseminated to the
public regarding the intended use of the funds to properly inform voters. The earliest a measure
could be taken to voters would likely be the general election in 2021.

If approved, the Department of Revenue would handle administration and implementation of
the collection of the additional tax by businesses in Kenmore. Funds would then be remitted to
the City, which would need to account for those funds as special revenues.

Factor Difficulty Level

Potential for community pushback High
Technical and operational difficulties of implementation Low
Timing necessary for implementation Moderate
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation High
Fiscal Impact High
Potential of Success Low-Moderate
BACKGROUND/ANALYSIS

Established in 2012, the Kenmore Transportation Benefit District was created to acquire,
construct, improve and fund the City's transportation infrastructure. In 2016, the Kenmore City
Council passed Ordinance 16-0424, in which the City assumed the rights, powers, functions,

>
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immunities and obligations of the Kenmore TBD. The separate Transportation Benefit District
therefore ceased to be a Special District and is now a special fund within the City.

Initiative 976, approved by voters in November 2019, repeals the authority of TBDs to impose
vehicle fees. The courts have thus far ruled in favor of the initiative, thus striking the vehicle
fees imposed by the TBD. However, the TBD may impose a special sales tax of up to 0.2% with
voter approval for up to 10 years.

Revenues must be used for eligible transportation improvements listed in a local, regional or
state transportation plan in accordance with RCW 36.73. Improvements range from roads and
transit services to sidewalks and transportation demand management. Construction,
maintenance and operating costs are eligible costs that may be funded by TBD revenues. Table
24 summarizes the TBDs created by peer agencies. None of them use the local sales tax option
as indicated herein, but given the passage of I-976 that renders vehicle license (cab) fees
unconstitutional, these agencies are considering other options including the local sales tax
option.

Table 24. Transportation Benefit Districts of Comparative Agencies’

Year Powers
Agency Established Revenue Type assumed?

Bothell 2015 Unfunded/No Information No
Kenmore 2012 Vehicle License Fee ZZelbEr Yes

year
Kirkland 2014 Unfunded/No Information No
Lake Forest Park 2008 Vehicle License Fee sl:/?a:rer Yes
Mercer Island 2014 Vehicle License Fee sig:fr Yes
Mountlake 2011 Vehicle License Fee 320 per Yes
Terrace year

o . .

shoreline 2009 i:Les Tax at 0.20%, Vehicle License $40/year Ves

Source: MRSC List of City Transportation Benefit Districts (TBDs) in Washington State, updated December 2019

IMill Creek, SeaTac and Woodinville omitted because they do not have Transportation Benefit Districts

2All TBDs were adversely impacted by the results of 1-976 that rendered collection of vehicle license (cab) fees unconstitutional as
mentioned earlier in this report.

The City earned $2.7 million in sales tax in 2019 from its current 1% local tax. If voters approved
a 0.2% increase to the sales tax rate, that would generate about $540,000 annually.



Attachment B — Detailed Strategies Page 64

17. Establish a Metropolitan Park District to fund park operations and
maintenance

STRATEGY TYPE: Revenue Enhancement

IMPACT ESTIMATE

Establishing a Metropolitan Park District (MPD) in the City would transfer all or a portion of
the cost of parks maintenance and operations to a new entity, with voter approval. The annual
budget savings would be approximately $458,000. However, it should be noted that although
this transfer would reduce the City’s budget, taxpayers would not see a similar reduction in
taxes paid since the MPD would have its own tax levy. In fact, from the taxpayer’s perspective
the total tax burden might increase due to the new levy.

A tax to fund the current operating budget would be approximately $60 per year on the
property taxes of a median priced home in Kenmore as indicated in Table 25. A levy to fund
likely operating budget growth for additional capital improvement enhancements would be
approximately $69. A higher amount could be levied to generate funds for future capital
improvements.

Table 25. Estimated Metropolitan Parks District Tax on Kenmore Median Value Home:

De ptio AMO

Kenmore Median Home Value $695,000
Annual Tax Needed, Current Parks Budget ($458,000) $60
Annual Tax Needed, with Future Growth in Parks $69
Budget ($530,000)

FEASIBILITY

Implementing an MPD can be done by a Council resolution to submit a proposition to voters
within the proposed district boundaries. The City of Kenmore could be such a District in and of
itself. The governing board can be either the City Council or a separately elected body. An MPD
can also be created through the citizen petition process.

There are at least 21 MPDs in the State. None of the peer cities have MPDs but Kirkland
attempted to create one in 2015. Kirkland’s proposed MPD initiative would have paid for park
improvements and an aquatic/community center. The measure failed with 63% of voters voting
against the measure.!

1 Source: MRSC Local Ballot Measure Database

>
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Factor Difficulty Level

Potential for community pushback High
Technical and operational difficulties of implementation Moderate
Timing necessary for implementation High
Disruptive impact on service delivery Low
Disruptive impact within City organization Low
Overall difficulty for Implementation High
Fiscal Impact High
Potential of Success Low-Moderate
BACKGROUND/ANALYSIS

State law allows cities to establish metropolitan parks districts to address park needs within the
jurisdiction with a majority vote of the public in accordance with the provisions in RCW 35.61.
An MPD may fall within city boundaries or extend to include territory in other jurisdictions.
The City Council could set itself as the governing body of the District, or the ballot measure
could select some other governing body.

Establishing a Metropolitan Park District (MPD) in the City would transfer all or a portion of
the cost of parks maintenance and operations to the newly created District, with voter approval.
This would relieve the current General Fund budget and could build in additional taxes to
cover the higher future costs that will otherwise accrue to the General Fund from its current
parks capital improvement projects. The maximum amount that can be levied is $0.75/$1,000 of
assessed valuation.

The Park operating budget was $458,000 in 2019. That would equate to a tax levy of $.086 per
each $1,000 of a property’s assessed valuation. Allowing for future growth in expenditures from
expanded waterfront amenities’ maintenance, a tax levy of $.10 per $1,000 of assessed valuation
would raise $530,000. A higher levy could pay for future capital improvements.
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SERVICE LEVEL REDUCTIONS

18. Take no action
STRATEGY TYPE: Service Level Reductions

IMPACT ESTIMATE

The fiscal impact of taking no action would leave the City’s General Fund fully depleted of
reserves by FY 2024, at which point the City would be forced to implement hiring freezes or
layoffs. To avoid bankruptcy, those hiring freezes and layoffs would need to total nearly $1.0
million per year starting in FY 2023 and grow to $1.8 million per year by 2027, or just short of
17% of the General Fund’s annual operating expenditures.

FEASIBILITY

The option of “doing nothing” is not feasible without forcing the City into bankruptcy
proceedings. The City would face litigation from creditors, employee groups, residents, and
agencies such as the state pension fund, risk insurance pools, and others. Ultimately, the City
would be placed into a form of receivership by the state and would then be overseen by an
appointed court to implement the necessary actions to allow the City to operate.

Factor ‘ Difficulty Level

Potential for community pushback Significant
Technical and operational difficulties of implementation Significant
Timing necessary for implementation Significant
Disruptive impact on service delivery Significant
Disruptive impact within City organization Significant
Overall difficulty for Implementation Significant
Fiscal Impact Minimal
Potential of Success None
BACKGROUND/ANALYSIS

The fiscal model indicates that the City faces a structural deficit that would increase to an
annual shortfall of $1.8 million by FY 2027 and would continue to grow thereafter given the 1%
limitation on annual property tax levy increases, cost increases anticipated from KCSO police
contracts, and an obligation to provide competitive salaries and benefits to employees to recruit
and retain quality workers. Reserves would be fully depleted by FY 2024.

The City would be forced into bankruptcy proceedings, placing the control of fiscal and, in
some cases, operational decisions in the hands of the courts, which would take the necessary
action to restore the City’s fiscal health. This could mean significant reductions or full
outsourcing of a variety of services such as police, parks, recreation, and public works. It would

>
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have negative impacts on economic development and quite possibly home prices. The City
would face difficulties in recruiting and retaining its workforce as it would have a negative
reputation in the labor market.
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19. Implement General Fund service level and staffing reductions

STRATEGY TYPE: Service Level Reductions

IMPACT ESTIMATE

The City’s General Fund is projected to have a nearly $900,000 budget gap in 2021 that grows to
a $1.8 million gap by 2027. If the combination of enacted expenditure controls, service delivery
changes, and revenue enhancements do not resolve this fiscal gap, the City would have to
implement General Fund service-level reductions. A thorough analysis of all departments’
operations would be needed.

Reducing the General Fund to eliminate the structural deficit is difficult given the nature of the
contract service agreements for police, which represents 28% of General Fund costs. For
purposes of this analysis, reducing the General Fund by $1.8 million might require the
following actions:

e Eliminating Street Fund subsidies — $600,000

e Reducing police services with KCSO by 20% — $785,000

e Reducing parks and facilities maintenance by 20% — $250,000

¢ Reducing staffing and other expenditures in the City Manager’s Office, Clerk, Finance,
and IT by 20% - $500,000

The actual amount of reductions to close the fiscal gap will depend on the other strategies
selected and the resultant fiscal impact of those measures.

FEASIBILITY

Achieving a $1.8 million expenditure reduction in the departments above would require
significant reductions in positions, which will have an adverse impact on service delivery. The
average cost per General Fund employee, inclusive of salaries and benefits, is about $130,000
per year. Based on this average, we estimate that to achieve the necessary cost reductions, the
workforce would need to be reduced by three positions, or 38% of the full-time positions in the
City Manager’s Office and Finance and Administration functions. That would provide almost
80% of the reductions required in those departments.

The reductions outlined above would have dramatic impacts on service delivery. There would
likely be significant community concerns if service levels were reduced to this extent. This
strategy, however, would be necessary to provide fiscal sustainability if other cost reductions or
revenue enhancement strategies are not pursued or are not successful.
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Factor Difficulty Level

Potential for community pushback High
Technical and operational difficulties of implementation High
Timing necessary for implementation Moderate
Disruptive impact on service delivery High
Disruptive impact within City organization High
Overall difficulty for Implementation High
Fiscal Impact High
Potential of Success Low-Moderate
BACKGROUND/ANALYSIS

Service level reductions represent strategies that would be necessary after cost controls/shifts,
service delivery changes, and/or revenue enhancement strategies do not culminate in sufficient
savings to close the fiscal gap. Reducing service levels would require departments to review all
expenditures, identify prioritized service levels, and develop a list of recommended reductions
for City Manager and, ultimately, City Council approval to achieve the necessary fiscal target.
The analysis would require a thorough and common understanding of the jurisdiction’s core
levels of service, legally or contractually required services, and clarity regarding mission and
values. In some cases, services may need to be viewed from a programmatic perspective so
those that require cooperation from multiple departments receive special consideration.

We have estimated the fiscal impact based on current expenditures in the General Fund. For
purposes of our analysis, we assume that a $1.8 million General Fund expenditure reduction
target would be implemented, and departments would then need to identify reductions in
personnel, services and supplies, and ongoing capital needs to achieve the necessary reduction.

We have excluded community development services from this analysis because it is assumed
that City leaders would seek to achieve at or near full cost recovery, generating permit fee
revenues to support their operations. The number of officers in the KCSO contract, however,
might be able to be reduced to generate a 15% reduction in service costs, but that would
severely reduce the number of patrol officers available on any shift.
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20. Reduce street pavement standards (eliminate transfer from General Fund)

STRATEGY TYPE: Service Level Reductions

IMPACT ESTIMATE

The General Fund currently includes a budget transfer of about $600,000 annually to the Streets
Fund. Reducing street pavement efforts by eliminating the transfer would save up to the full
$600,000 annually.

FEASIBILITY
Potential for community pushback High
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Moderate
Disruptive impact within City organization Low
Overall difficulty for Implementation Moderate-High
Fiscal Impact High
Potential of Success Low-Moderate

BACKGROUND/ANALYSIS

The City prides itself in its high pavement condition standards. Funding comes primarily
through fuel tax revenues deposited into the Street Fund. In order to maintain streets to the
minimum standards established by the City, an annual transfer to the Street Fund in the amount
of close to $600,000 from the General Fund, and a transfer from the TBD fund in the amount of
$380,000, is necessary. A pavement management study in 2018 indicated that roadway
improvements were underfunded by a total of $1 million in order to achieve the City’s
pavement condition index (PCI) goals. This is beyond the $980,000 already provided by the two
sources indicated above.

If the City had to cut back on its General Fund commitments to street maintenance, and instead
relied on other funding sources or reduced its pavement maintenance efforts, General Fund
expenditures could be reduced by $600,000. The City could consider what lower level of
pavement condition it was willing to accept, and budget accordingly.

This could have a significant negative impact on the road conditions in Kenmore. The impact to
the PCI level would need to be studied in an updated pavement management study (PMS) to
quantify and determine the impact on city roadways if funding were reduced to existing
dedicated transportation tax revenues such as gas tax revenues. It should be noted that
Initiative 976 that repeals vehicle license (cab) fees for the City’s TBD would also reduce
funding if not replaced. This would exacerbate those impacts on road conditions if the impacts

were not otherwise mitigated.
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21. Reduce travel, meetings and consulting contracts

STRATEGY TYPE: Service Level Reductions

IMPACT ESTIMATE
Kenmore’s General Fund budget for travel, training, and meetings totaled $75,000 for 2019, and
its budget for consultant services totaled $403,000. A 10% reduction in both would yield $48,000.

FEASIBILITY

The City has already taken actions to reduce expenditures in this category in the short-term due
to the pandemic recession. This strategy, if implemented, would permanently reduce such
expenditures, which may impact staff training levels and the capacity for Public Works to
address capital projects on a timely basis, and for the City Manager’s Office to address research
projects and other special requests from the City Council.

Factor ‘ Difficulty Level

Potential for community pushback Low
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Low
Disruptive impact within City organization Moderate
Overall difficulty for Implementation Low
Fiscal Impact Moderate
Potential of Success Moderate
BACKGROUND/ANALYSIS

An overall $40,000 to $50,000 reduction in more discretionary General Fund spending could
likely be achieved with relatively modest impact on the City.
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22. Eliminate recreation coordination activities

STRATEGY TYPE: Service Level Reductions

IMPACT ESTIMATE
Eliminating the recreation coordinator position would reduce personnel and related non-
personnel costs by $50,000 per year.

FEASIBILITY

The City does not directly provide recreation programs in the community. Eliminating the
position that oversees coordination of these activities would likely not directly impact the
availability of programs, but would reduce their overall visibility. The City could leverage the
work performed by its Communications Specialist to highlight recreation opportunities, or
otherwise provide a listing of such opportunities that can be maintained online by agencies
posting their opportunities through the City’s website.

Factor ‘ Difficulty Level

Potential for community pushback Low
Technical and operational difficulties of implementation Low
Timing necessary for implementation Low
Disruptive impact on service delivery Moderate
Disruptive impact within City organization Low
Overall difficulty for Implementation Low
Fiscal Impact Moderate
Potential of Success Moderate
BACKGROUND/ANALYSIS

The City employed the services of a recreation coordinator position in 2019 to promote
recreation opportunities within the community. The City does not offer recreation programs
directly. The position was intended to serve as a liaison between other private, non-profit and
government agencies that provide recreation opportunities for Kenmore residents.

Eliminating the position would yield savings of $50,000 per year.



